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PREFACE. 



The object of this little volume is to briefly 
but accurately define the duties and liabilities 
of bank directors, and to give such other in- 
formation as may be of use to them in the ad- 
ministration of tile affairs of a bank. 

Directors are sometimes called upon to 
make good the losses sustained by their bank, 
not by reason of any intentional wrong or 
neglect upon their part, but simply because of 
their ignorance of the duties and responsibil- 
ities devolving upon them. 

That part of the text relating to the duties 
and liabilities of the directors is based upon 
actual court decisions ; but as the book is not 
intended to be used as a text book for students 
and lawyers, case citations have been omitted. 

Free use has been made of the Comptroller 
of the Currency's ** Digest of National Bank 
Decisions'' and Mr. Albert S. BoUes' excellent 
work, **Bank Officers; Their Authority, Duty, 
and Liability." 

It is hoped that the book will not entirely 
fail of its purpose, notwithstanding its crudity 
of style, and illogical arrangement, and that it 
may have some little influence towards making 
directors more sensitive as to their duties and 
obligations to depositors and stockholders. 

Edgar G. Alcorn. 
Hopedale, Ohio, August 13, 1908. 

(«) 



CONTENTS. 



Obganization op Bank 7 

dutibs op dibeotobs 28 

authobity op dibeotors 46 

Liability op Dibeotobs 63 

Cbiminal Liability op Dibeotobs 86 

Actions Against Dibeotobs 91 

Dibeotobs' Meetings 96 

The Discount Committee 101 

The Examining Committee 123 

Opficial Rbpobts 138 

Indemnity Bonds 154 

Bank Resebves 160 

National Bank Cibculation 164 



(•) 



THE ORGANIZATION OF A BANK. 

The organizer of a new bank is usually act- 
uated by one of two motives. He may be a 
man of former banking experience, who de- 
sires to secure for himself an official position 
in the new organization, and though perhaps 
not possessed of considerable means himself, 
may be well known in the commimity in which 
he fives. If he is a man of good character, nat- 
ural executive ability, and of good address, he 
succeeds in gaining the confidence of a few 
leading business men, and thereby secures 
their influence and co-operation. 

He does not, as a rule, receive any remimer- 
ation for services rendered preliminary to ttie 
organization of the bank, but there may be an 
understanding with those whom he has per- 
suaded to join with him that he shall become 
the president, the cashier, or some other of- 
ficer, as a reward for his services. 

Another motive influencing those instru- 
mental in starting a new bank is that 
prompted by public spirit. A few enterpris- 
ing citizens believing that banking facilities 
would develop and increase the resources of 
the community, or where banks already exist. 
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that the interest of the community would be 
better conserved with increased facilities, en- 
deavor to enlist other citizens in the new proj- 
ect. No self-interest is back of such a move- 
ment. Those engaged in the project may have 
no one in view for the executive offices, or any 
idea of becoming in any way connected with 
the institution themselves, except as stock- 
holders or directors. Uppermost in their 
minds is the general welfare of the community 
in which they live. 

The talk of a new bank in town soon 
awakens general iQterest, and those who are 
back of the movement usually take the initia- 
tive and proceed to ascertain whether or not 
sufficient stock wiU be taken in the proposed 
undertaking. The amount of the capital 
stock is usually determined in the start before 
subscriptions are solicited. The various 
state laws and the National Bank Act pre- 
scribe a maximum and minimum limit to the 
capital, which is according to the size of the 
place in which the bank is located. 

The capital required in the organization of 
national banks is as follows: 

In towns in which the population does not 
exceed 
3,000.„...Not less than $ 25,000.00 
6,000...... " " " 50,000.00 

50,000...... " " " 100,000.00 

Over 50,000.„.. " " " 200,000.00 
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FIBST STEP IN ORGANIZATION— TAKING SUB- 
SCRIPTIONS TO STOCK. 

A paper is now prepared upon which the 
subscribers to the stock will write their names, 
with the number of shares which they pledge 
themselves to take opposite. 

Such a paper is usually worded as follows : 

SUBSCRIPTIONS TO THE CAPITAL STOCK OF 
THE NATIONAL BANK OF 

We, the undersigned, do hereby severally 
subscribe for the number of shares of the cap- 
ital stock of **The National Bank of 

," set opposite our respective names. 

The capital stock of the bank is to be $.. , 

composed of shares of $100 each : 



VJLUm, 



BSSIDVNCX. 



No. Of 
shares. 



This subscription paper is not binding upon 
the signers until the organization of the bank 
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is complete. Prior to that time the subscrib- 
ers are at liberty to withdraw their subscrip- 
tions. 

If, however, after the organization of the 
bank any shareholder is unable to pay, or for 
any reason refuses to pay the first installment, 
the directors may sell the stock at public auc- 
tion to the highest bidder, first giving three 
weeks' notice in a newspaper pubUshed in the 
city or town in which the bank is located. 

In securing subscriptions to the capital 
stock it is usually advisable to distribute the 
stock as widely as possible, and yet not indis- 
criminately. The character and standing of 
shareholders should be taken into considera- 
tion, and extreme care should be exercised to 
place the stock in the hands of substantial and 
responsible citizens. 

Preference should be shown for men of 
prominence and eminently successful in their 
own business. Their wealth and personal 
success will inspire confidence and give pres- 
tige to the institution. Next of importance 
are those who are influential in their respec- 
tive localities. Their co-operation shordd be 
earnestly solicited, for thereby the bank's 
field of operation may be greatly extended. 
There is another class, who although not men 
of wealth, are good substantial citizens, and if 
induced to subscribe for a few shares, will 
take an active interest in its success. They 
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have considerable influence among a large 
class of small depositors and talk '^ their 
bank" at every opportunity. 

The wide and judicious distribution of the 
stock of the bank thus enlarges its influence 
and helps to make it an institution of local 
pride and importance. Such distribution may 
also be the means of shutting off future com- 
petition. 

As soon as the entire capital stock of the 
bank is subscribed, before any steps are taken 
toward effecting an organization, application 
must be made to the proper state authorities, 
if it is proposed to organize a state bank, or 
to the national authorities if a national bank 
is contemplated. 

A brief description of the various steps 
necessary in the organization of national 
banks will suffice in giving a general idea as 
to the usual proceedings f oUowed in the organ- 
ization of other commercial banks, as both 
national and state laws are constructed upon 
the same general principles, though they may 
differ as to a few minor details. 

As all papers in connection with the organ- 
ization of national banks must conform to cer- 
tain prescribed forms, before making formal 
application to the Comptroller of Sie Cur- 
rency to organize, a letter should be addressed 
to hun, stating the desire to organize a bank 
and what progress has already been made, 
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* 

with a request to forward all necessary blanks. 
The applicant will receive these blanks within 
a few days, and among them will be a blank 
for the formal application to organize the 
bank. 

APPLICATION TO THE COMPTROLLER OF THE 

CURRENCY. 

The Application to the Comptroller of the 
Currency must state the desired title, location, 
and capital of the bank. It must be signed by 
not less than, five persons who expect to be- 
come stockholders. The signers of the paper 
must be natural persons— that is, indiAdduals 
who can legally hold and control property in 
their individual right. 

The Application must also state the business 
and financial standing of all applicants, and 
must receive the endorsement of the United 
States Senator, Representative, Judge of the 
Court, or some other prominent public offi- 
cial, as to the character and financial responsi- 
bility of the organizers. 

The name and place in which the bank is 
located must in every case be included in the 
title of the bank. The name of the state, how- 
ever, should be omitted. 

If a bank in the same locality already ex- 
ists, or has ever existed in which the word 
'^^ First'' was included in its title, the Comp- 
troller would give no consideration to an ap- 
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plication to organize a bank under a title con- 
taining this word. Neither will he consider an 
application for a title identical with that of a 
national bank heretofore in existence, nor one 
materially similar to that of a state, national, 
or other bank existing in the same place. 

If the Comptroller approves the Applica- 
tion signed by the five prospective sharehold- 
ers, he will forward other blank forms neces- 
sary to the completion of the organization, 
and the title applied for will be reserved for 
sixty days, the limited time given in which to 
complete the organization. 

Applications are not often denied by the 
Comptroller, although a refusal is sometimes 
justiciable. For instance, if the persons mak- 
ing the application were not financially re- 
sponsible, or were men of questionable charac- 
ter. The application might be refused, also, 
on the ground that ba.nking facilities were 
already adequate, and that a new bank would 
only tend to weaken the banking business of 
that community. 

When the Application to Organize has been 
approved by the Comptroller of the Currency, 
it will then be necessary to excute the ** Articles 
of Association." 

ARTICLES OF ASSOCIATION. 

The Articles of Association must be signed 
by not less than five of the persons subscrib- 
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ing their names to the original Application to 
Organize. Corporations, firms, or associations 
of any kind, cannot be original subscribers to 
the stock of the bank, as they are not ^^ natural 
persons. ' ' * * Natural persons ' ' are individuals 
who can legally hold and control property in 
their own individual right. 

While married women are not ellxcluded 
from subscribing to the capital stock of a na- 
tional bank, it is advisable that their names 
shaU not be included as original stockholders 
for the reason that the laws of the several 
states differ as to the rights of married women 
in regard to separate estates and property, 
and as to the enect of covenants and agree* 
ments made bv them. In case that a married 
woman is one of the original subscribers, it is 
necessary to accompany the Articles of Asso- 
ciation with evidence that married women 
have power under the laws of the state to be- 
come parties to the organization. 

If a married woman, however, should really 
be desirous of becoming a stockholder in the 
new bank, the difficulty may easily be over- 
come by forming an agreement with some 
other ** natural person'* to subscribe for the 
desired number of shares in his name, and 
after the organization is effected to transfer 
them to her. 

The Articles of Association specify in gen- 
eral terms the object for which the bank is 
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formed, and may contain any other provisions 
not inconsistent with the laws which the asso- 
ciation may see fit to incorporate for the regu- 
lation and conduct of its business. 

It is required that the Articles of Associa- 
tion must be signed in duplicate, one copy to 
be filed in the office of the Comptroller of the 
Currency and the other in the bank. 

After the Articles of Association the stock- 
holders must next execute an ^^Organization 
Certificate/' 

OBGANIZATION CERTIFICATE. 

The Organization Certificate sets forth the 
purpose for which the signers have associated 
themselves, the title of the bank, including 
the name of the town but not the state, the 
name of the town, county, and state in which 
it is to do business, the capital stock, and the 
names of aU the shareholders, their residence, 
the number of shares held by each, and the 
total number of shares. 

The same persons who signed the Articles of 
Association must also sign the Organization 
Certificate. The acknowledgment of each 
shareholder signing it must t^ made before a 
Judge of the Court of Record or before a No- 
tary Public. 

When the Articles of Association and the 
Organization Certificate have been duly exe- 
cuted and filed in the Comptroller's ofi&ce, the 
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association becomes from the date of the exe- 
cution of the Organization Certificate a body 
corporate, but may not yet begin business 
until further steps are taken. 

When the organization of the bank has been 
thus completed, and the stock has been fully 
paid. Certificates of Stock are then issued to 
the shareholders. The Certificates must be 
made out in exactly the same names as appear 
in the Organization Certificate; and in case 
any of the stock has changed ownership in the 
interval between the execution of the Organi- 
zation Certificate and the issue of the Stock 
Certificates, transfers must be made on the 
books in the regular way. 

As soon as the directors have been chosen, 
either by election or by appointment as pro- 
vided in the Articles of Association, they 
should proceed at once to elect a president, 
vice-president, cashier, and such other ofl&cers 
as may be required. Call should then be made 
for the payment of 50 per cent, of the capital 
stock subscribed. 

After organisation the directors should also 
attend to the very important matter of adopt- 
ing By-laws for the government of the bank. 

PAYMENT OF THE CAPITAL STOCK. 

Before the bank is permitted to begin busi- 
ness 50 per cent, of the capital stock must be 
paid in. The remainder must be paid in 



.>- 
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monthly installments of 10 per cent, of the 
entire capital, the first installment to be paid 
at the end of the first month succeeding the 
date upon which the bank is authorized by the 
Comptroller to commence business. 

Subscriptions to the capital stock must be 
paid in actual cash, or its equivalent, as prom- 
issory notes and other evidences of debt can- 
not be accepted. Payments may be made of 
course by checks on other banks. 

When 50 per cent of the capital stock has 
been paid in, it is necessary to certify to that 
fact to the Comptroller of the Currency. Such 
certificate is executed and sworn to by the 
president or cashier. 

The five remaining installments must like- 
wise be paid in money and certified to in the 
same manner at the end of each succeeding 
thirty days. 

It is not necessary that the second and sub- 
sequent installments be limited to 10 per cent, 
each, but the entire stock may be paid in full 
if so desired in advance of the time required 
by law. 

ENFORCING PAYMENT OF THE CAPITAL STOCK. 

In case any stockholder or his assignee 
should fail to pay any installment on the capi- 
tal stock at the time required to be paid by the 
National Bank Act, then the directors must 
proceed to sell the stock at public auction. 

2 
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Three weeks' notice of the proposed sale 
must be given in a newspaper published in the 
city or county in which the bank is located. 
The stock will be sold to the highest bidder, 
providing the bid is not below what is actually 
due on the stock, including expenses of adver- 
tising and sale of stock. If an amount in ex- 
cess of what is due is bid, the excess is paid to 
the delinquent shareholder. 

If the directors should be unable to sell the 
stock for enough to cover what is due upon it, 
the amoimt already paid by the shareholder is 
forfeited to the association. 

The stock must be sold in such maimer as 
the directors may order within six months 
from the time of the forfeiture. If it is im- 
possible to sell the stock it must be cancelled 
and deducted from the original capital stock 
of the bank. 

If such cancellation and reduction of the 
capital stock should reduce the capital below 
the minimum required by law, it will be neces- 
sary to restore or increase the capital within 
thirty days from the cancellation to the 
amount required by law. 

If the directors fail to do this the Comp- 
troller of the Currency has power to appoint 
a receiver to close up the affairs of the bank. 

DEPOSIT OF UNITED STATES BONDS. 

Thus far the necessary steps preliminary to 
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tHe establishment of a national bank Have been 
considered in the following order : 

The application to the Comptroller of the 
Currency to organize. 

Execution of the Articles of Association. 

The execution of the Organization Certi- 
ficate. 

Election of officers and adoption of By- 
laws. 

Certification to the payment of 50 per 
cent, of the capital stock. 

There now remains but one more step to be 
taken before the Comptroller will issue his 
certificate authorizing the bank to begin busi- 
ness—and that is the deposit of bonds with 
the United States Treasurer. It is compul- 
sory for every national bank to deposit with 
the Treasurer registered bonds of the United 
States, and such deposit must be maintained 
during the entire time of its existance. The 
amount of bonds required to be deposited de- 
pends upon the amount of the capital stock of 
the bank, and is as follows : 

Capital, $150,000 or less. 
Bonds, One-fourth of the Capital. 
Capital, More than $150,000. 
Bonds, Minimum $50,000. 

To secure these bonds the bank must go into 
the open market and purchase them at the 
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market price. They are then forwarded to 
the Comptroller of the Currency for transfer 
to the Treasurer of the United States, who 
holds them in trust for the bank. Arrange- 
ments are usually made with some bank in 
New York to attend to the purchase and trans- 
fer of these bonds. 

A bank having deposited the bonds may 
then issue its ^* Circulating Notes'* to the ex- 
tent of the par value of the United States 
Bonds so held by the institution. If the bank 
so desires they may purchase and deposit with 
the Treasurer of the United States bonds to 
the full amount of its capital, and increase its 
** Circulation*' correspondingly, but of this 
subject more will be said hereafter. 

» 

CERTIFICATE OF AUTHORITY TO COMMENCE 

BUSINESS. 

When the required amount of bonds have 
been deposited with the United States Treas- 
urer, and the Comptroller is fully satisfied 
that the association has complied with all the 
requirements of the law, and the shareholders 
have organized in good faith for the legitimate 
objects contemplated by the National Bank 
Act, he will issue to the association a ** Certifi- 
cate of Authority,'' authorizing it to begin 
the business of banking. 

Upon receiving this certificate, or in other 
words its "Charter," it must be published in 
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some newspaper published in the city or town 
in which the bank is located for sixty days 
after the time the certificate was issued. 

At the expiration of the sixty days, an 
*^Oath of Publication'' is signed by the pub- 
lishers of the newspaper in which the certifi- 
cate appeared as proof of the publication, 
and forwarded to the Comptroller. 

Having complied with all the requirements 
of the National Bank Act and the authority of 
the Comptroller having been obtained, the as- 
sociation may now open its doors for the tran- 
saction of the banking business. 

It is presumed that suitable banking 
quarters provided with vaults, safes, and other 
equipment, have been secured, although banks 
are sometimes compelled to locate in tempor- 
ary quarters until the completion or equip- 
ment of new offices, or imtil permanent quar- 
ters are decided upon. The Comptroller of 
the Currency must be advised as to the date 
upon which the bank begins business. 

Upon the completion of the organization of 
the bank, the directors forthwith assume the 
duties, responsibilities, and obligations incum- 
bent upon them. Let us see first, however, 
just how the directors of a bank are chosen, 
what must be their legal qualifications, and 
what is the nature of the oath by which their 
relation to the stockholder, to the depositor, 
and to the public is established. 
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ELECTION OF DIRECTOBS. 

The directors of a bank are elected by the 
shareholders at the regular annual meetings. 
The niunber chosen is usually regulated by 
the statutes under which the bank is organized, 
or by the bank's Articles of Association or 
By-laws. The Articles of Association or By- 
laws may provide for a fixed number of di- 
rectors, or a ** sliding scale"— that is, a mini- 
mum and maximum number. The election of 
directors is provided for in the National Bank 
Act, as follows : 

**The affairs of each association shall be 
managed by not less than five directors, who 
shall be elected by the shareholders at a meet- 
ing to be held at any time before the associa- 
tioii is authorized by the Comptroller of the 
Currency to commence the business of bank- 
ing, and afterwards at meetings to be held on 
such days in January of each year as is speci- 
fied therefor in the articles of association. The 
directors shall hold ofl&ce for one year, and 
until their successors are elected and have 
qualified. ' ' 

The regular annual meetings of the share- 
holders for the election of directors is usually 
held on the second Tuesday of January of 
each year ; but if for any cause the election is 
not held at the regular time it may be held on 
any other day, providing thirty days' notice 
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i& given in a newspaper published in fhe city, 
town, or county in which the bank is located. 

If the Articles of Association fail to pro- 
vide for an election of directors at a specified 
time, or if no election be held on the day fixed, 
the Board of Directors shall fix the day in 
their By-laws, and in case the directors fail or 
refuse to fix the day, the shareholders repre- 
senting two-thirds of the shares may do so. 

Should a vacancy occur at any time in the 
Board of Directors by death, resignation, or 
otherwise, the remaining directors must ap- 
point a diareholder to fill the vacancy, and 
any director so appointed shall hold his oflSce 
until the next annual election. 

When a national bank is first organized it 
is not necessary to call a meeting of the share- 
holders for the purpose of electing the direc- 
tors. They may be named in the Articles of 
Association, and will hold their offices until 
the first regular meeting of the shareholders. 
When directors are so appointed the Articles 
of Association must contain the following 
section, which also provides for a "sliding 
scale'' of directors: 

"The Board of Directors shall consist of 
not less than (the minimum number is in- 
serted here) and not more than (the maxi- 
mum number is inserted here) shareholders, 
and the following named persons (the names 
of the directors are inserted here) are hereby 
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appointed directors of this association, to hold 
their offices as such until the regular annual 
meeting takes place pursuant to the fourth 
article of these Articles of Association and un- 
til their successors are chosen and have quali- 
fied.'' 

QUALIFICATIONS OF DIRECTORS. 

A national bank must have not less than 
five directors, who are elected by the share- 
holders at a meeting held at any time before 
the bank is authorized to commence business, 
unless they have already been named in the 
Articles of Association. Thereafter the direc- 
tors are elected at annual meetings of the 
stockholders on such day in January of each 
year as the Articles of Association provide. 
They hold their office for one year, and until 
their successors are elected and qualify. 

Every director must be a citizen of the 
United States during his entire term of serv- 
ice. It is necessary, also, that three-fourths 
of the directors shall have resided in the state, 
territory, or district in which the bank is lo- 
cated for at least one year preceding their 
election, and must maintain their residence 
during their continuance in office. 

A director is required to own not less than 
ten shares of the stock of the association in his 
own right, except in case the capital does not 
exceed $25,000, when five shares are sufficient. 
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No one holding his stock in a representa- 
tive capacity, such as trustee, administrator, 
executor, or receiver is eligible. If at any 
time a director should cease to own ten shares 
of stock, or in any other manner become dis- 
qualified, he thereby vacates his office. 

WOMEN MAY BE DIRECTORS. 

There are no legal obstacles to the election 
of women as directors of a bank, although 
they are seldom chosen to fill the office. AU 
that the statutes require is that the director 
be a citizen, a resident of the state, and the 
owner of a required number of shares of stock, 
and as married women are now permitted to 
own property in their own right, there is no 
reason why they as well as unmarried women, 
may not be directors. 

OATH OF DIRECTORS. 

When a stockholder has been appointed or 
elected a director of a national bank he is re- 
quired to take an oath that he will, so far as 
the duty devolves upon him, diligently and 
honestly administer the affairs of the bank; 
that he will not knowingly violate, or willingly 
permit to be violated, any of the provisions of 
the Bank Act ; that he is the owner in his own 
right, and in good faith, of at least the num- 
ber of shares of stock required by law to make 
him eligible as a director ; and that such stock 
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is in no way hypothecated or pledged as secur- 
ity for a loan or debt. 

When the oath has been subscribed to by the 
director making it, it must be acknowledged 
before a notary, or some other officer, and for- 
warded to the Comptroller of the Currency. 

The National Bank Act does not designate 
the officer before whom the oath of a director 
must be taken, and therefore it has no legal 
effect, and no officer can be prosecuted for per- 
jury who falsely makes such an oatii. 

STATUS OF DIBEGTOBS. 

The director of a bank is an agent, but with 
limited authority. He does not represent the 
bank in the same sense that the president or 
cashier does. A different kind of agency ex- 
ists. His position is thus stated by the courts : 
** Directors are not officers of the bank in the 
proper sense of the word, nor have they in- 
dividually any power or control in the man- 
agement of its affairs; they act collectively 
and at stated times, and have otherwise no 
more to do with the general management of 
the institution than the other stockholders. *' 
Authority may, however, be specially dele- 
gated to a director to perform certain acts or 
to represent the bank in special transactions. 
He may even be given general authority to 
act as agent, but the extent of his authority 
must be known by those with whom he deals. 
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Directors are also trustees of the share- 
holders and depositors. As was said in an- 
other case: **The directors of a banking or 
other corporation are in the management of 
its affairs, only trustees for its creditors and 
stockholders, and are bound to administer its 
affairs according to the terms of its charter, 
and in good faith. If they fail in either re- 
spect, they are liable to the party in interest 
who is injured by it for a breach of trust, and 
may be made to account with him in a court 
of chancery. '* 
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DUTIES OF DIRECTORS. 

There are several classes of bank directors. 
Belonging to one class are those actuated by 
selfish and sinister motives. Their first aim is 
not to promote the general welfare of the com- 
mmiity and safeguard the interests of their 
stockholders and depositors, but they seek to 
use the bank as a means of furthering their 
own individual interests, and seem wholly in- 
different to the moral duties and obligations 
which their position of trust imposes upon 
them. 

Such men, through friendship and close al- 
liance with other directors on the same board, 
frequently get into absolute control of the 
bank, and thus are enabled to employ an un- 
due proportion of its assets to their own per- 
sonal advantage, or to foster and promote 
enterprises in which their friends are inter- 
ested. 

A bank should constantly seek to enlarge its 
sphere of usefulness, but it cannot do so by 
permitting its officers or directors to tie up 
its resources in a few favored enterprises, re- 
gardless of the just and legitimate demands 
of its other depositors. 
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If actuated by honest motives, directors will 
first consult the legitimate demands of busi- 
ness, and exercise extreme caution and conser- 
vatism in granting accommodations to them- 
selves. 

A very large per cent, of bank failures are 
directly or indirectly due to the excessive bor- 
rowing of its officers and directors. How im- 
portant then that a bank should scrupulously 
endeavor to exclude from its directorate those 
who are suspected of selfish or ulterior mo- 
tives. Such directors are not only a menace 
to the bank, but to the whole community as 
well. 

Another class of directors are those who, 
while they do not seek the directorate for the 
purpose of appropriating the bank's funds 
for use in their own schemes and enterprises, 
do so with the thought uppermost of increas- 
ing their own standing and prestige in the 
community. Such a motive in itself may not 
be wrong, providing those moved thereby are 
conscientious and faithful in the pref ormance 
of their duties. But directors so prompted 
are often conceited and have an exaggerated 
idea of their knowledge of the banking busi- 
ness. In their desire to become the controlling 
influence in the Board they become dictatorial 
and overbearing, and will sometimes sacrifice 
the interests of the bank in order to get their 
own way. As long as the presence of such 
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men is tolerated on any Board there will exist 
a lack of harmony and unity in that body; 
and harmony is absolutely essential to the effi- 
ciency of any Board of Directors. A good 
rule to observe is that whenever any matter is 
seriously opposed by even one or two members 
it should at once be dropped, unless contrary 
action is plainly for the best interests of the 
bank. 

A third class of directors are those who per- 
haps have become identified with the institu- 
tion through no efforts of their own, but have 
been chosen, either on accoimt of their popu- 
larity, their sound business judgment, or their 
identification with many business interests. 

In the election of directors, the stockholders 
of a bank aim to secure men who will attract 
business, and in their eagerness to get such 
men, they often choose those whom they know 
will never take an active part in the bank's 
affairs. These directors, not realizing, per- 
haps, the true nature of the obligations as- 
sumed by them, become careless and indiffer- 
ent concerning the affairs of the bank. They 
attend Board meetings irregularly, and con- 
sequently do not keep in touch with the busi- 
ness transacted. When they do attend many 
things come up of which they are entirely 
ignorant, and as a consequence they are com- 
pelled to make inquiries concerning matters 
which have already been duly considered and 
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acted upon by the Board. The other directors 
are thus put to much annoyance and loss of 
time through their inattention and negligence. 

While a bank director identified with var- 
ious business interests is imdoubtedly in a 
position to bring business to his institution, yet 
his very position of prominence in the business 
world may redoimd to the injury of the bank. 
Being represented on the Boards of uimierous 
concerns, the occasion may arise which will 
necessitate his dealing with his own bank as a 
representative of some of the other interests 
with which he is connected, and imder such 
circimistances the interests of the two may 
conflict at the expense of the bank. Never- 
theless this fact in itself should not be suffi- 
cient to deter banks from choosing men of 
affairs as directors, but it should rather be the 
reason for making them use greater diligence 
in ascertaining the character of those who are 
chosen. 

While a ** dummy director *' may sometimes 
serve as a drawing card because of his wealth, 
his popularity, or his reputation for sound 
judgment, he cannot according to his oath of 
office ** diligently and honestly administer the 
affairs of the association.'' No one has a right 
to accept and serve in such a fiduciary posi- 
tion unless he is willing to give a proper ^lare 
of his time and talent to the faithful discharge 
of his trust. Every director should attend 
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Board meetings regularly and take an active 
interest in the bank's affairs. The law never 
intended that they should serve merely in a 
nominal capacity, and thus deceive the public 
as to their real connection with the institution. 

On the other hand, there are directors who 
are fully disposed to perform the duties de- 
volving upon them, but whose good intentions 
are often defeated by certain *^ cliques'' or 
** committees,'' who dominate the affairs of 
the institution. It is necessary that certain 
duties incident to the management of a bank 
should be delegated to committees, but such 
delegation of authority is sometimes overdone. 
A few directors get into control of a bank, 
resolve themselves into various * * committees, ' ' 
and take upon themselves the entire manage- 
ment and supervision of the bank, to the ex- 
clusion of a majority of the directors. Thus 
deprived of their rights of participating in 
the affairs of the bank, they simply go through 
the formality of attending Board meetings, 
and perfunctorily ratify the acts of the * * com- 
mittees." 

There is another class of directors who 
identify themselves with a bank, not from any 
selfish motives, but because of their spirit of 
enterprise and a desire to promote the general 
welfare of the community. They do not have 
in view personal aggrandizement, nor is it to 
seek the advancement of their own business 
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interests. Appreciating the apparent need of 
better banking facilities, and prompted only 
by commendable motives, they take a deep in- 
terest in the development of the institution, 
and honestly and conscientiously endeavor to 
administer its affairs so as to conserve the in- 
terests of both depositors and stockholders. 

THE mEAL DIRECTOR. 

The ideal bank director should be a man of 
good character, sterling honesty, and sound 
business judgment— a man who will attract 
business, not alone by personal solicitation, 
but by the very force of his personality and 
his active interest in public and business af- 
fairs. The success of his private life, also, 
shoidd prove his ability and fitness to assume 
the duties and responsibilities incumbent up- 
on him. 

Not all men, however, who are successful in 
their own business, and prominently identified 
with the general affairs of the community, 
make good directors. They may already be so 
overburdened with outside interests that they 
can ill afford the time and attention required 
of them by the bank. While a bank may gain 
prestige by having men of wealth and influ- 
ence on its Board, although they take no part 
in its affairs, it is a betrayal of the public con- 
fidence to falsely represent that the business 
of the bank is under the personal supervision 

8 
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of certain men of recognized ability when they 
are in fact entirely ignorant of its affairs. 

Stockholders are often confronted with the 
temptation to choose such men as directors; 
but there is no justification for electing 
any individual to such a position who is 
unable to give a reasonable and proper share 
of his time and ability to the affairs of the 
institution. His election should depend upon 
his willingness to assume the legal and moral 
obligations of his ofl&ce, and upon his sense of 
honor to discharge his duties with fidelity and 
honesty. 

The demand for better and more reliable 
service from directors should make them real- 
ize more than every the true nature of their 
relations to depositors and stockholders. The 
laws relating to trust funds and trusteeships 
scrupulously seek to protect the interests of 
the beneficiary. The directors, the trustees of 
the depositors, must act honestly and in good 
faith towards their beneficiaries, the deposi- 
tors. Never under any circumstances should 
they take advantage of their position to use 
the funds of the institution for their own per- 
sonal benefit, or have any interest whatever in 
things in which their own interests are adverse 
to the interest of their stockholders and de- 
positors. 

DIRECTOBS MUST DIREC5T. 

While losses frequently occur through the 
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mismanagement or dishonesty of employes, 
directors are usually to blame for their negli- 
gence in allowing themselves to be deceived. 
The courts have time and again decided that ' 
their responsibilities and fiabilities do not 
cease when they have turned the bank over to 
the management of capable and honest men. 

Directors must really direct. They should 
have such a general knowledge of the affairs 
of the institution as to know that it is being 
safely and properly managed, and must not 
rely on the mere statement of trusted em- 
ployes. It is presimied in the first place that 
only upright and capable men are chosen as 
active officers of the bank, and the mere choos- 
ing of such men is no defense for failing to ex- 
ercise reasonable and proper supervision over 
them. It should always be remembered that 
those who betray their trusts are men who 
have won the confidence of their employer, 
whose honesty and integrity were undoubted, 
and whose characters were above reproach. 
Those who are legally and morally responsible 
for the acts of others should therefore exer- 
cise every precaution, and use every safe- 
guard against possible dishonesty. 

Directors should not only know their em- 
ployes to be capable and honest men, but they 
should at all times exercise such supervision 
over them that would absolve them from blame 
and criticism in the face of any misfortune. 
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They should keep a watch over their style of 
living and their conduct outside. of the bank. 
They need not assume control over their rout- 
ine duties, nor is a technical knowledge of the 
details of the banking business necessary, but 
they should occasionally examine the books 
and accounts, and endeavor to learn whether 
they are properly and regularly kept. In 
short, they should dictate the general policy 
of the bank, and direct and supervise in all 
important matters. 

They should especially keep in touch with 
the loans and discounts, for bad, injudicious 
loans are responsible for most bank failures. 
At each meeting the loans and discounts made 
since the previous meeting by the executive 
officers or ** discount committee'' should be 
brought before the whole Board and carefully 
considered by them. 

A director should not only attend the regu- 
lar Board meetings, but should drop in the 
bank occasionally during the day and make in- 
quiries concerning matters pertaining to the 
bank, look over the statement book, and en- 
deavor to keep in touch with the daily prog- 
ress of the bank. Inquiries should be made 
concerning the loans and the various borrow- 
ers, and the director himself should volun- 
tarily give whatever information he possesses 
regarduig them. 

But directors should use tact and discretion 
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in such visits to the bank, and not make them- 
selves officious or make their visits at inop- 
portime times. They should not assume in- 
dividual authority or supervision over the 
officers, and anything coming under their 
observation which seems to be subject to criti- 
cism should be brought before the Board. The 
directors' bearing towards the officers of the 
bank should be such as to gain their confidence 
and compel them to be free and frank in all 
their relations with them-such confidence as 
will make them as free to acknowledge their 
mistakes and losses as their gains and profits. 

If the cashier, or managing officer, makes a 
loan, which at the time seemed safe and 
proper, but which later proved otherwise, he 
should not be backward about disclosing the 
matter at once to the directors. Nothing can 
be gained by temporary silence, as the exact 
state of affairs will sooner or later come to 
light, whUe much might be gained by a free 
and open discussion of the subject, the bank 
thereby receiving the combined judgment of 
all the directors. He should withhold nothing 
whatever from the Board. He should tell of 
his experiences with the patrons of the bank, 
whether they have been agreeable or disagree- 
able. He should make comparative reports 
from time to time of the various departments 
of the business, and endeavor to keep the di- 
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rectors thoroughly informed as to the general 
condition of the bank. 

Directors should not hesitate or be afraid to 
frankly express their opinion upon all matters 
of vital importance, but in all matters they 
should act according to the dictates of their 
own conscience, and not try to shirk the re- 
sponsibilities devolving upon them. 

If in doubt concerning a proposed loan a 
director should frankly state his opinion, and 
should not withhold information concerning 
the paper offered for discoimt because some 
relative or friend of the applicant is a member 
of the Board. A director who votes *^no'' on 
every proposition presented to the Board 
merely to be on the safe side and to escape his 
responsibility, lacks the courage and stamina 
which his position demands. 

While the directors of most banks do not as 
a rule receive compensation, yet indirectly 
they derive much benefit by their connection 
with the bank. They get a broad and intimate 
knowledge of the banking business, and the 
wide knowledge gained of men and affairs may 
be of incalculable value to them in their own 
business. 

DEGREE OF DILIGENCE REQUIRED OF DIRECTORS. 

The oath of office of the bank director re- 
quires diligence and honesty in the adminis- 
tration of the affairs of the bank; and here 
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the question arises, what degree of diligence 
is necessary to constitute the "faithful dis- 
charge'' of duty. 

No fixed or definite rule can be stated that 
would govern in every case but the general 
rule is briefly laid down by the courts that the 
degree of care required of the director is the 
same that ordinarily prudent men would ex- 
ercise in their own business. 

** Directors of a national bank/' quoting 
from a well-known case, **must exercise or- 
dinary care and prudence in the administra- 
tion of the affairs of a bank, and this includes 
something more than officiating as figure- 
heads. They are entitled imder the law to 
commit the banking business, as defined, to 
the duly authorized officers ; but this does not 
absolve them from the duty of reasonable 
supervision, nor ought they to be permitted to 
be shielded from liability because of want of 
knowledge of wrong-doing, if that ignorance 
is the result of gross inattention." 

In another case it was said: **The duty of 
the Board of Directors is not discharged by 
merely selecting officers of good reputation for 
ability and integrity, and then leaving the af- 
fairs in their hands without any other super- 
vision or examination than mere inquiry of 
such officers, and relying upon their state- 
ments until some cause for suspicion attracts 
their attention. The Board is bound to main- 
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tain a supervision of the bank's affairs, to 
have a general knowledge of the character of 
the business and the manner in which it is con- 
ducted, and to know at least on what security- 
its large lines of credit are given/' 

But the directors of a bank do not guarantee 
the fidelity of the officers whom they appoint, 
and who become agents of the bank by reason 
of their employment ; and they cannot be held 
liable for losses sustained through their dis- 
honesty or the dishonesty of any of the other 
directors or agents, unless the loss is a result 
of their own negligence. ^^If nothing comes 
to their knowledge to awaken suspicion of the 
fidelity of the president or cashier, ordinarj'^ 
attention to the affairs of the institution is 
sufficient. If they become acquainted with 
any fact calculated to put prudent men on 
their guard, a degree of care commensurate 
with iSie evil to be avoided is required, and a 
want of that care certainly makes them re- 
sponsible.'' 

Nor are directors obliged to exercise that 
degree of watchfulness over the acts and habits 
of its officers that would require them to play 
the part of a detective. Upon this point a 
Justice of the higher courts said: ^*I know of 
no law which requires the president or direc- 
tors of any moneyed institution to adopt a 
method of espionage in relation to their secre- 
tary or cashier, or any subordinate agent, or 
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to set a watch upon all their actions. While 
engaged in the general performance of the 
general duties of their station they must be 
supposed to act honestly until the contrary 
appears; and the law does not require their 
employers to entertain jealousies and suspi- 
cions without some apparent reason. Should 
any circumstances transpire to awaken a just 
suspicion of their want of integrity, and it be 
suffered to pass imheeded, a different rule 
would prevail if a loss ensued. But without 
some fault on the part of the directors, 
amoimting either to negligence or fraud, they 
cannot be liable. '^ 

DUTIES OF DIRECTORS AS DEFINED BY THE COURTS. 

In a case which has often been quoted in 
this connection, the duties of bank directors 
were well and clearly defined as follows : 

^*In my opinion it does not meet the require- 
ments of the law that directors may confide 
the management of the operations of the bank 
to a trusted officer, and then repose on their 
confidence in his right conduct without mak- 
ing examinations themselves, or rely upon his 
answers to general questions put to him with 
regard to the status of the affairs of the 
bank. 

To begin with, it is to be assumed in every 
case that the directors have not selected any 
other than a man of good reputation for ca- 
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pacity and integrity. Any other idea assmnes 
that they have been guilty at the outset of a 
glaring fault. Further, it is a well-known fact 
that a large proportion of the disasters that 
befall banking institutions come from the mal- 
feasance of just such men, and it would be 
manifest to everybody that only a satisfactory 
and quieting reply would be made by the of- 
ficial who has any reason for concealment. 

Again, what are the duties of management 
that are committed to the cashier, or the of- 
ficer standing in his place? They are those 
which relate to the details of the business, to 
the conduct of particular transactions. Even 
in respect of those, his duties are conjoint with 
those of the Board of Directors. In large af- 
fairs it is his duty to confer with the Board. 
In questions of doubt and difficulty, and where 
there is time for consultation, it is his duty 
to seek their advice and direction. It is his 
duty to look after the details of the office busi- 
ness, and generally to conduct its ordinary 
operations. It is the right and duty of the 
Board to maintain a supervision of the affairs 
of the bank; to have a general knowledge of 
the manner in which its business is conducted, 
and of the character of that business ; and to 
have at least such a degree of intimacy with 
its affairs as to know to whom, and upon what 
security, its large lines of credit are given; 
and generally to know of, and give direction 
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with regard to, the important and general af- 
fairs of the bank, of which the cashier exe- 
cutes the details. They are not expected to 
watch the routine of every day's business, or 
observe the particular state of the accounts, 
unless there is special reason ; nor are they to 
be held responsible for any sudden and un- 
forseen dereliction of executive officers, or 
other accidents which there was no reason to 
apprehend. 

The duties of the Board and the cashier are 
correlative. One side are those of an executive 
nature, which relate mainly to the details. On 
the other are those of an administrative char- 
acter, which relate to direction and super- 
vision; and supervision is as necessarily in- 
cumbent upon the Board as direction, unless 
the affairs of the bank are to be left entirely 
to the trustworthiness of cashiers. 

Doubtless there are many matters which 
stand on middle ground, and where it may be 
difficult to fix the responsibility, but I think 
there is no such difficulty here. The idea 
which seems to prevail in some quarters, that 
a director is chosen because he is a man of 
good standing and character, and on that ac- 
count will give reputation to the bank, and 
that his only office is to delegate to some other 
person the management of its affairs, and 
rests on that until his suspicions are aroused, 
which generally doefe not happen until the 
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mischief is done, cannot be accepted as sound. 

It is sometimes suggested, in effect, that, if 
larger responsibiUties are devolved upon di- 
rectors, few men would be willing to risk their 
character and means by taking such an of&ce ; 
but Congress had some substantial purpose 
when, in addition to the provision for execu- 
tive officers, it further provided for a Board of 
Directors to manage the bank and administer 
its affairs. 

The idea is not to be tolerated that they 
serve as gilded ornaments of the institution, to 
enhance its attractiveness, or that their reputa- 
tion should be used as a lure to customers. 
What the public suppose, and have a right to 
suppose, is that those men have been selected 
by reason of their high character for integrity, 
their sound judgment, and their capacity for 
conducting the affairs of the bank safely and 
securely. 

The public act on this presumption, and 
trust their property with the bank in the con- 
fidence that the directors will discharge a sub- 
stantial duty. How long would any national 
bank have the confidence of depositors or other 
creditors if it were given out that these direc- 
tors, whose names so often stand at the head 
of its business cards and advertisements, and 
who are always used as make-weights in its 
solicitations for business, would only select a 
cashier, and surrender the management to 
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him? It is safe to say that such an institution 
would be shunned and could not endure. It is 
inconsistent with the purpose and policy of 
the banking act that its vital interests be com- 
mitted to one man, without oversight or con- 
trol/' 
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AUTHORITY OF DIRECTORS. 

WHEN THEY MAY ACT. 

The powers of bank directors are vested in 
the whole Board as a body, and not in incdvid- 
dual members. They may act only ^*as a 
Board'' and when legally convened, and the 
action of individual members is not binding 
upon the bank, except where special authority 
of such a nature as to constitute him an agent 
of the bank, has been delegated to one of their 
number. The separate and independent as- 
sent of the directors is not the assent of the 
bank. For instance, the cashier of a bank ob- 
tained the separate consent of the majority of 
his directors to endorse a note, but it was held 
by the court that the endorsement was not 
binding because the authority was not given 
him by the directors while acting **as a 
Board.'' And so any statements or declara- 
tions are not operative unless ** officially" 
made, although they may have been concern- 
ing the business before the Board at the time 
and inade just before or after a regularly con- 
vened meeting. **The election of an indivi- 
dual as a director," says a Justice of the Su- 
preme Court of Kansas, **does not constitute 
him an agent of the corporation with author- 
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ity to act separately and independently of his 
fellow members. It is the Board duly con- 
vened and acting as a imit that is made the 
representative of the association. The law 
proceeds upon the theory that the directors 
shall meet and counsel with each other, and 
that any determination affecting the associa- 
tion shall be arrived at and expressed only 
after a consultation at a meeting of the Board 
attended by at least a majority of its mem- 
bers.'' 

MAY DELEGATE AUTHORITY. 

Directors may delegate authority to com- 
mittees composed of one or more of their num- 
ber, and a majority of such committees may 
act for the Board. To such constituted agents 
of the bank they may delegate whatever acts 
the Board itself has power to perform. Most 
banks have various committees, such as the 
**Discoimt Committee,'' ^* Auditing Commit- 
tee," ** Building Committee," etc., and author- 
ity may be delegated to these committees to 
make loans, audit the books, sell or mortgage 
real estate, make collections, and transact such 
other business that might be more conven- 
iently and expeditiously done by two or three 
members than by the whole Board. 

DIRECTORS MAY RATTPY ACTS OF THEIR OFFICERS 

AND AGENTS. 

The directors may ratify the acts of their 
ofl&cers, committees, or other agents. Batifiea- 
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tion mav not only be by direct action of the 
Board, out it may be implied. It is not al- 
ways clear, however, when the circimistances 
are such as to warrant an implied ratification. 
The directors must, of course, have knowledge 
of the things done before they can ratify ; but 
this knowledge, when it is necessary to protect 
third parties in their dealings with the bank, 
or to prevent any losses through negligence or 
mismanagement, may be imputed to them. 
For instance, the cashier of a bank made a 
memorandum outlining the duties of each of- 
ficer, which he placed upon the directors ' table 
for their approval or rejection. The officers for 
some time performed their duties according to 
the memorandum. It was held that the direc- 
tors ratified the arrangement, notwithstanding 
the fact that they did not read the memoran- 
dum, and that no action was taken upon it. 

RATIFICATION BY THE STOCKHOLDERS. 

The stockholders of a bank may ratify the 
acts of the directors just as the directors ratify 
those of their officers. The stockholders, like 
the directors, must of course have knowledge 
of the transactions before they can ratify ; and 
ratification may sometimes be implied from 
the acts of the stockholders. , If the directors 
should undertake to do an illegal act, and the 
stockholders would offer no objections, and 
make no efforts' within a reasonable time to 
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prevent them, their assent to such acts would 
be presumed. 

niBECTOBS MAT BOBBOW MONEY TO AOCOMPUSH 
PURPOSES OP THE ASSOCIATION. 

The directors of a bank have authority to 
borrow money, although it is rather out of the 
ordinary and legitimate course of the banking 
business. They may also authorize the presi- 
dent or cashier to do so. In negotiating a loan, 
however, for the bank, an officer must have 
special authority from the Board of Directors. 
This authority should be conferred by resolu- 
tion. 

DIRECTOBS MAY BOBBOW FBOM THE BANK. 

Although it is contended by some that the 
officers and directors of a bank should never 
be its borrowers, the very general custom of 
directors loaning themselves money has long 
prevailed. And why not? Directors are us- 
ually chosen because they are men of large 
interests— large borrowers as well as large 
depositors. Deprived of their patronage 
many banks woidd lose a large part of their 
most profitable business. Notwithstanding 
the fact that nearly all bank failures are the 
result of excessive and hazardous loans made 
to their own officers and directors, this in it- 
self should not be sufficient cause for depriv- 
ing them of the privilege of making all such 

4 
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loans, regardless of their reasonableness and 
safety. Nevertheless the statutes of some of 
the states proMbit such loans, but as the Na- 
tional Bank Act is silent upon the subject, the 
presumption is that the directors of national 
banks have authority to borrow, as any other 
persons may. 

MAY TAKE CHATTEL MORTGAGE SECURITY. 

While a national bank is prohibited from 
taking real estate mortgage security, they may 
accept personal chattels as security for loans 
and discounts. 

ILLEGAL LOANS ARE NOT VOID. 

It is a general rule that no action can be 
brought to enforce a contract malem in se; but 
the rule does not so generally apply in respect 
to contracts prohibited by statute. The rule 
was adopted for the benefit of the public, and 
not for individuals; and the interests of the 

{mblic are sometimes conserved by denying re- 
ief from such contracts rather than granting 
it. The purpose for which money is borrowed 
cannot defeat the loan, unless that purpose be 
illegal. 

MORTGAGE LOANS ARE VAUD. 

Under Section 5137 of the Revised Statutes 
of the United States, a national bank is pro- 
hibited from owning real estate, except what 
is necessary for its own accommodation in the 
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transaction of its business, and from loaning 
its funds on mortgage security. But a mort- 
gage given to a national bank to secure a loan 
is valid, and cannot be attacked by a third per- 
son on the ground that is was ultra vires. 

LOANS ON THE CAPITAL STOCK. 

The Revised Statutes forbids national banks 
from making loans on the security of their 
own capital stock; but the law provides no 
penalty for its violation, and such loans are 
therefore valid and enf orcible. National banks 
can neither purchase nor hold their own capi- 
tal stock, except when necessary to prevent 
loss on debts previously contracted, and then it 
must be disposed of within six months. Other 
banks, however, unless forbidden by statute, 
may purchase their own stock when in the 
judgment of the directors it is deemed for the 
best interest of the bank. Such purchases 
may even be made for an investment, or to sus- 
tain the price of the stock. If the intentions 
of the directors were good in such matters, and 
when they have acted honestly and judicious- 
ly, their conduct has usually been upheld. 

AUTHORITY TO CONTRACT WITH THE BANK. 

A director may enter into a contract with 
his own bank, unless the statute expressly for- 
bids it. Directors should scrupulously avoid 
such contracts, however, as. they are always 
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looked upon with more or less suspicion, and 
are liable to be set aside on the slighest ground. 
Their validity is never established until 
passed upon by the courts. 

AXJTHOKITT OF DIRfcCTORS TO INSPECT THE BOOKS 

OF THE BANK. 

The directors of a bank may at any reason- 
able time inspect the books and records of the 
bank ; and a majority of the directors have no 
authority in any way to deprive one of their 
number of this right. Each director having 
been elected by the stockholders, has equal 
rights as to the management and supervision 
of the bank. A majority have a right to con- 
trol in mere matters of opinion, but they can- 
not deprive the minority from exercising the 
powers bestowed upon them by the stock- 
holders. Such action would be a gross injus- 
tice, for the very directors deprived of their 
rights might be the heaviest stockholders of 
the bank. The majority have no right to ex- 
clude, by resolution or otherwise, any one of 
the directors from the inspection of the books, 
or refuse them information of the business 
transactions of the bank, even though they 
may believe that such director is antagonistic 
to the best interests of the bank. 

RIGHT TO SECURE LEGAL ADVICE. 

Directors not only have authority to employ 
an attorney for legal advice and services in 
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connection with the collection of loans, etc., 
but they are bound to seek their counsel con- 
cemiQg all business matters of which they are 
in doubt, and if they neglect to do so they may 
be held liable for losses sustained thereby. 

DIRECTOBS^ AUTHORITY TO DECLARE OR TO PASS 

DIVmENDS. 

The directors of a bank have the right to 
declare dividends and to fix the amoimt and 
the date of their payment. If, exercising rea- 
sonable judgment, they deem it wise, or for 
the best interests of the bank, not to declare a 
dividend, they cannot be compelled to do so. 
In treating of this subject Mr. BoUes in his 
book, **Bank Ofificers; Their Duties and Lia- 
bilities," writes: **In declaring dividends 
directors usually have discretionary authority. 
If the articles of a bank provide that dividends 
shall be made from the profits when deemed 
expedient by the directors, they need not make 
a dividend whenever such action is thought ex- 
pedient. But if they should improperly and 
corruptly refuse to make a dividend, that 
would be another question.'' And he quotes 
from a New Jersey case as follows: **They 
may not only declare the amount of dividends, 
but also the time of their payment. No one 
will deny their right to fix the time of payment 
at a future day, so that it be reasonable and in 
good faith; and they have the like power to 
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appoint a place of payment, so that it be with- 
in a reasonably convenient distance from the 
place of business, or from that of the stock- 
holders. And," continues Mr. BoUes, ** should 
a stocWiolder, after receiving a notice of a 
dividend, neglect to draw it within a reason- 
able time, the loss if the bank failed would 
fall upon him. All who are stockholders at 
the time it is declared are entitled to a share 
proportionate to their stock, regardless of the 
length of time they have owned it. Nor can 
the directors limit the dividend to persons 
holding stock at a given time and exclude 
others who may acquire stock before the de- 
claring of the dividend. When dividends are 
declared and paid under a misapprehension of 
their authority to declare them, they may be 
reclaimed. '^ **It would seem," quoting from 
another case, ** according to well-settled gen- 
eral principles, that if dividends were made 
under a misconception on the part of the direc- 
tors of what constituted profits, and under a 
belief that there were profits to divide, when 
in fact there were none, they might be re- 
claimed, because the stockholders who received 
them were not entitled to them, and they had 
been paid over and received under the opera- 
tion of a mutual mistake." 

DUTY OF DIRECTORS WHEN BANK IS INSOLVENT. 

During the solvency of a bank the directors 
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are the agents of the institution, and in a sense 
trustees, also, for the shareholders. But as 
soon as the bank becomes insolvent their fidu- 
ciary rdation to the stockholders ceases, and 
they no longer have any interest in the assets 
of the bank, but the assets belong proportion- 
ately to the creditors of the institution. The 
insolvency of the bank converts its assets into 
trust funds, and the directors having those 
funds under their control, from that moment 
become trustees for the creditors of the cor- 
poration. Trustees are always held to a strict 
accoimtability for the management of trust 
funds, and the property and assets of an in- 
solvent bank must be handled with strict re- 
gard to the interest of creditors. 

As soon as a bank is insolvent it is the duty, 
therefore, of the directors to at once close its 
doors, cease to pay out money on checks, and 
refuse to receive deposits. They should as- 
sign at once for the benefit of creditors, or 
make application to have a receiver appointed. 
To continue to receive deposits would be a 
fraud upon the public, and to continue to pay 
out money would give some of the creditors 
preference over others. 

The creditors are entitled to an equal dis- 
tribution of the assets of the bank, and it 
would be a violation of the trust assumed by 
the directors to give preference to any one 
creditor, and the directors could be held liable 
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for such violation. While the money that has 
been paid out on checks during the bank's in- 
solvency cannot be recovered by the assignee 
or receiver, any of the directors who with&ew 
their own deposits would be compelled to re- 
pay them, as otherwise they would unlawfully 
make themselves preferred creditors. 

NO AUTHORITY TO MAKE DONATIONS. 

The directors of a bank, or any of its oflftcers 
have no authority to subscribe money belong- 
ing to the bank for donations. 

DIRECTORS CANNOT VOTE THEMSELVES COMPENSA- 
TION. 

Directors cannot vote themselves compensa- 
tion. Being elected to serve without pay, it 
certainly would be improper for them to se- 
cure payment for their services by their own 
action. A servant of the directors cannot con- 
sistently be a director himself, as it is a well 
settled proposition that the relation of master 
and servant cannot exist in the same indivi- 
dual. In a decision rendered by the Minnesota 
Supreme Court it was said : 

** There is no question that unless otherwise 
provided in the Articles of Association, the 
Board of Directors have authority to fix the 
compensation of officers of the corporation. 
When, however, as directors they fix the com- 
pensation for their own services, either as di- 
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rectors or other officers, their act is not neces- 
sarily valid. They are agents of the corpora- 
tion, and as in the cases of other agents, their 
acts on behalf of their principal in matters 
where their own interests come in conflict with 
those of the corporation— where their self-in- 
terest may tend to deprive the corporation of 
the full, free, and impartial exercise of the 
judgment and discretion which they owe to 
their principal— are looked upon and scrutin- 
ized with great jealousy by the courts. Their 
acts in such cases are prima facie voidable at 
the election of the corporation or of the stock- 
holders.'' 

Even if a director performs special services 
which are entirely outside the ordinary duties 
of a bank director, it is doubtful whether he 
may be legally paid for such services. Having 
agreed to serve the bank without salary, he 
reaUy has no right to receive compensation, 
however burdensome his work may become. 
And yet it only seems just and proper that 
when a director performs some special service 
he should be entitled to reasonable compensa- 
tion for his time and expenses, even though no 
express promise of compensation was made, 
as the extraordinary nature of the work en- 
trusted to him would be equivalent to an im- 
plied promise. 

When, however, a director is the president, 
cashier, attorney, or other officer, he may re- 
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ceive compensation for services rendered in 
the individual capacity of such ofl&ces the same 
Bs any other person would be entitled to if per- 
forming the same services. 

RESIGNATION OF DIBECTORS, 

A director of a bank may resign from the 
Board at any time, and it is not absolutely 
necessary that his resignation be in writing. 
An oral resignation would be sufl&cient, 
although properly it should be written and ad- 
dressed to the president, as he is the head of 
the Board. 

VACANCIES IN THE DIRECTORATE. 

The Revised Statutes of the United States 
(Section 5148) provides for the filling of 
vacancies in the Board of Directors as fol- 
lows: "Any vacancv in the board shall be 
fiUed by appointment by the remaining direc- 
tors, and any director so appointed shall hold 
his place until the next election.'' And this is 
the mode generally adopted by other states. 
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BANK OFFICERS. 

EMPLOYMENT OF 0FFIC3EBS— THEIR TERM OP 

OFFICE. 

Directors have full authority to employ such 
officers as they may deem necessary for the 
transaction of the business of the bank, who 
shall hold their offices subject to the pleasure 
of the directors. They may be discharged at 
any time, although the bank may have no By- 
laws, or though such action would be contrarj'' 
to the By-laws, Officers cannot be employed 
by directors for any specified time, and an of- 
ficer may resign at any time. 

WHEN ACTS OF OFFICERS ARE NOT AUTHORIZED 

BY THE DIRECTORS. 

When an officer of a bank deals with an- 
other, and the transaction is clearly outside the 
ordinary and legitimate scope of his powers, 
it cannot be presumed that his acts are author- 
ized by the directors. And those who deal 
with an officer in matters outside the sphere of 
his ordinary official capacity, do so at their 
peril. 



.60 THE DUTIES AND LIABILITIES 

AUTHORITY OF THE PiOESIDENT, 

The authority possessed by the president of 
a bank by virtue of his oflSce is limited. The 
National Bank Act empowers him to employ 
counsel and otherwise take charge of the liti- 
gation of the bank ; but it has never been de- 
termined whether he has any inherent powers 
beyond these. The directors, however, may 
give the president authority to do all acts 
which they themselves are permitted to do by 
their charter, except such acts which accord- 
ing to their charter can be done only by the 
Board. But if the management of the bank 
has been given over entirely to the president, 
and the directors take no active interest or 
part in its affairs, it will be presumed that the 
president has authority to do in its name 
whatevei^ the directors may lawfully do; and 
it would not be necessary to show any special 
authority or ratification of such acts. 

NO AUTHORITY TO EXECUTE NOTES. 

The president has no inherent authority to 
execute and negotiate notes in the name of the 
bank; but such power may be specially con- 
ferred upon him by the directors, either **by 
resolution to that effect, by subsequent ratifi- 
cations, or by acquiescence in transactions of a 
similar nature of which the directors have no- 
tice.'' In the regular course of business, how- 
ever, his authority to borrow money may be 
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implied when he has assiuned actual manage- 
ment of the bank and exercises the functions 
of a cashier. 

PBESmENT MAY INDOBSE FOR REDISCpUNT. 

A president who has the actual management 
of the barJa: has implied authority to indorse 
its notes for rediscoimt, and express authority- 
need not be conferred by the cdrectors. Pro- 
curing the rediscoimt of its bills receivable i^ 
not borrowing in the real sense of the word, 
but is more in the nature of a sale. When the 
custom of rediscounting paper has for some- 
time prevailed in any locality, and these re- 
discoimts have been made through the presi- 
dent or cashier of the bank, and being done in 
the ordinary course of the business, with noth- 
ing in the transaction to excite suspicion, a 
correspondent bank may safely accept such 
discounts upon the assumption that the officers 
were expressly authorized, or that they are 
acting within the scope of their general 
powers. 

AUTHORITT OP THE GASHIEB. 

The cashier is not the agent of the directors 
but of the bank. He is the executive officer 
and has the general management of all the af- 
fairs of the bank, except those which pecul- 
iarly belong to the directors. Being the a^ent 
of the bank his acts in financial transactions 
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are binding upon the bank unless such acts are 
opposed to the Articles of Association, the 
general By-laws, or public policy. Things 
done by the cashier away from the bank, how- 
ever, and not authorized or ratified by the di- 
rectors, are not as a rule binding upon the 
bank. 

AUTHORITY TO BORROW MONEY. 

To borrow money the cashier should always 
have special authority from the directors con- 
ferred by resolution; but when the bank has 
received and used the proceeds of the loan the 
authority of the cashier cannot be denied by 
the bank. 
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LIABILITIES OF DIRECTORS. 

The acts for which directors may be held 
liable may be classified as follows: First, 
gross negligence and inattention to business; 
second, acts which are ultra vires, that is, 
things beyond the chartered powers of the 
bank or those conferred by law ; third, willful 
misconduct or breach of trust; fourth, fraud 
or embezzelment committed by the directors 
themselves. 

LIABnjTY FOR NEGLIGENC3E. 

Directors are liable for losses sustained 
through their negligence, and negligence will 
be attributed to them when they fail to exer- 
cise that degree of care and diligence which 
men of ordinary skill and prudence would ex- 
ercise in their own affairs. 

The mere fact, however, that losses are sus- 
tained, either through bad loans or dishonesty, 
is not in itself proof positive of negligence. 
The oath to "diligently and honestly adnunis- 
ter the affairs ''of the bank does not imply in- 
fallibility or perfect knowledge of the banking 
business. While acting in good faith and to 
the best of their ability, directors may make 
mistakes or err in judgment, and if they, were 
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subject to liability for all losses sustained by 
their acts, it would be a difficult matter indeed 
to secure men of high standing to assimie so 
great a responsibility. 

**As a general rule,'* (from a case quoted by 
Mr. Bolles), *Hhe directors of a corporation 
are only required in the management of its af- 
fairs, to keep within the limits of its powers, 
and to exercise good faith and honesty. They 
only imdertake, by virtue of the assumption 
of the duties incumbent on them, to perform 
those duties according to the best of their 
judgment, and with reasonable diligence, and 
a mere error of judgment will not subject them 
to personal liability for its consequences. And 
unless there has been some violation of the 
charter or want of good f aith,or a willful abuse 
of discretion or negligence, there will be no 
personal liability. They are bound personally 
only in the management of the affairs of the 
corporation to use reasonable diligence and 
prudence, such as men usually exercise in their 
own affairs of a similar nature. But they are 
personally liable when they suffer the corpor- 
ate funds or property to be wasted in gross 
negligence and inattention to the duties of 
their trust." 

ACTS CONSTITUTING NEGLIGENCE. 

There is no general or definite rule by which 
the conduct of the directors may be judged. 



OF BANK DIRECTORS 65 

The conditions and circumstances of each case 
must be taken into consideration. But the 
failure to do certain things may sometimes 
justify the assumption of negUgence. 

FAILTJRE TO USE CARE IN THE SELECTIGN OP 
GFFIC5ERS IS NEGLIGENCE. 

Directors must use reasonable care and dis- 
cretion in the appointment of its officers and 
employes. If they should select an officer 
known to be of bad character or incompetent 
to discharge the duties devolving upon him, 
it would be such disregard of the interests of 
the stockholders as to imply bad faith, and 
they would be held liable therefor. **But 
when they select a man who at the time is un- 
iversally regarded as honest and capable, and 
for the reason that they themselves are igno- 
rant of the business in which they are about 
to embark, they have done only what the stock- 
holders themselves would have done under the 
circumstances, and acted as ordinarily pru- 
dent men would have acted with reference to 
their own business transactions.'* 

DIRECTGRS MUST EXAMINE THE BANK. 

Directors are in duty bound to periodically 
inspect the books and accounts of the bank, 
and a failure to do so may render them liable 
for losses sustained thereby. As has been re- 
peatedly stated the degree of care required of 
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directors in the supervision of a bank is that 
which ordinarily prudent men would exercise 
in regard to their own business affairs, and if 
they are guilty of gross neglect and inatten- 
tion they are held personally accountable for 
the results of their negligence. When a mere 
cursory examination of the books of the bank 
would have disclosed the wrong-doiug of an 
employe, the failure of the directors to make 
such an examination warrants the assumption 
of gross negligence and inattention, for which 
the courts have decided they would be liable., 

NEGUGENOE IN NOT REQUIRING OFFICERS TO 

GIVE BOND. 

While directors are not always liable for 
losses sustained through the misapplication of 
the funds of the bank by an officer whom they 
have not required to give bond, yet where the 
Board gives over the bank to the absolute con- 
trol of the cashier, or some other managing 
officer, requiring no bond of him for the faith- 
ful performance of his duties, the directors 
would be considered guilty of gross negli- 
gence, and personally liable for losses sus- 
tained through the officer's defalcation. 

LIABILITY FOR LOANS. 

The failure to make reasonable and proper 
inquiry concerning the loans and discounts of 
a bank may render directors liable therefor. 
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The idea is no longer tolerated that they can 
abandon the important function of loaning 
and investing the resources of the bank solely 
to the judgment and discretion of the manag- 
ing officers. They cannot escape their respon- 
sibility for losses occasioned by such negli- 
gence and inattention. 

They cannot, however, be held liable for 
losses sustained through loans, which when 
looked back upon appear to have been hazard- 
ous and imprudent, but which were made at 
the time in good faith, and which to an ordi- 
narily prudent man would have been deemed 
safe and proper. Nor could they be held lia- 
ble for neglect of duty in not preventing a 
hazardous and disastrous loan, if such a loan 
was made by the other directors without their 
knowledge or approval. 

The mere fact of general looseness on the 
part bf the directors in the management of 
the affairs of the bank is not sufficient to make 
them liable for bad loans and investments. It 
must be shown that the losses were sustained 
as a result of looseness and gross neglect in 
making the loans. 

If the directors, however, at the time of dis- 
counting a note knew that it was worth- 
less, they would, of course, be guilty of gross 
fraud in accepting it, and personally Uable 
for losses sustained thereby. 

While it seems, then, that directors may be 
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held accountable for losses from their willful 
mismanagement or gross negligence in mak- 
ing loans, they are not personally liable for 
errors of judgment when they act honestly and 
in good faith for the best interests of the bank, 
notwithstanding their acts might have seemed 
to others as ridiculous and imprudent, 

LIABILITY FOR EXCESSIVE LOANS. 

Directors who participate in or assent to 
the violation of Section 5200 of the Revised 
Statutes of the United States, which provides 
that no person, firm, or corporation shall be- 
come indebted to the institution in excess of 
10 per cent, of the capital stock of the bank, 
will be held personally and individually liable 
for losses suffered in consequence of such vio- 
lation. They will not, however, be held liable 
for the fraudulent and negligent acts of the 
officers in permitting excessive loans if they 
have no knowledge of such acts and do not 
^^ connive at them or willfully shut their eyes 
and permit them. ' ' 

There was a case in which the directors em- 
ployed as cashier a man whom they knew by 
reputation to be competent and trustworthy. 
He was experienced in the banking business, 
and the directors had much faith in his in- 
tegrity and ability. He had charge of the 
loans and discounts of the bank, but the di- 
rectors conferred with him and gave advice 
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whenever applied to. The directors them- 
selves were unf amiUar with the banking busi- 
ness, and the stockholders were presumed to 
know this. The cashier, in violation of the 
law, made excessive loans, by reason of which 
serious losses were sustained ; but the directors 
were held not to be liable because they had no 
knowledge, or did not acquiesce, in the wrong- 
doing of the cashier, and no real negligence 
was shown. 

KNOWLEDGE OF THE DIRECTOBS MAY BE IMPUTED 

TO THE BANK. 

A bank in order to be held liable for con- 
tracts made in its behalf must, of course, have 
knowledge of the transactions ; and though the 
corporation may not have actual knowledge, 
knowledge may be imputed to it. 

To what extent the knowledge of directors 
may be imputed to a bank is not definitely set- 
tled. It is not to be presiuned that directors 
should know as much concerning the every day 
affairs of the bank as the cashier or those in 
active control. But they are supposed to use 
ordinary diligence in acquiring general knowl- 
edge of the business of the bank, and are pre- 
sumed to have such information that may 
come to them through ordinary attention to 
their duties. They cannot plead ignorance of 
facts which are shown to exist by the books or 
records of the bank, when such facts would 
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have been known to them but for their gross 
inattention to the business of the bank. 

WHEN DIRECTOR ACTS, AS SPECIAL AGENT. 

When a director is chosen as a special agent 
to represent the bank in certain transactions, 
knowledge of any material facts relating 
thereto will be imputed to the bank. 

FACTS DISCLOSED AT BOARD MEETINGS. 

When a director states certain material 
facts concerning a business transaction at a 
regular meeting of the Board, such knowledge 
would, of course, be imputed to the bank, as 
an incorporated company can be dealt with 
only through the medium of its governing 
body, or some specially authorized agents who 
represent it. The government of a bank re- 
sides in the directors collectively, and notice 
to the Board is, therefore, notice to the insitu- 
tion. 

KNOWLEDGE ACQUIRED UNOFFICIALLY. 

Knowledge acquired by a single director is 
not always imputed to the bank. It seems that 
the knowledge possessed by a director in order 
to operate to the prejudice of the bank must 
have come to him while **ofl&cially engaged'* 
in the business of the bank. *^ Otherwise,'' 
says a Justice of the Supreme Court of Maine, 
"corporations would incur the same liability 
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for the unofficial act of directors that partner- 
ships do for the acts of partners ; and corpor- 
ate business would be subjected oftentimes to 
extraordinary confusion and hazards. Carry 
the proposition that notice to a director is 
notice to the bank to the logical consequence 
and a corporation might be made responsible 
for the frauds and all the negligence pertain- 
ing to its business, of any and all its directors 
not officially employed. Any one director 
would have as much power as all the direc- 
tors. A single trustee or director has no 
power to act for the institution that creates 
his office except in conjunction with others.'' 

While the rule is that knowledge that has 
been communicated to a director when not of- 
ficially engaged in the business of the bank 
cannot be imputed to it, yet if a director should 
be in possession of certain knowledge concern- 
ing a business transaction, and be present at 
the Board meeting when the business was 
brought before it, such knowledge would, un- 
der the circumstances, be imputed to the bank, 
whether the director conmaunicated it to the 
rest of the Board or not. 

But the knowledge of a director is not bind- 
ing upon the bank imless he is present at the 
Board meetings in which the matters are dis- 
cussed ; and the same rule would usually apply 
in the case of committees appointed to per- 
form specific duties, such as **discoimt'' or 
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** auditing '^ committees. Notice to these spe- 
cial committees which had not been in attend- 
ance upon any of the Board meetings from the 
time the knowledge came to them up to the 
time of the transaction, could not be imputed 
to the bank. 

It is therefore incumbent upon a director, 
when present at Board meetings to divulge 
whatever information he may have acquired, 
either incidentally or while officially engaged 
in the business of the bank, relative to busi- 
ness matters coming before the Board. 

IMPUTATION OF KNOWIJEDGE OF ACTIVE OFFICERS. 

The knowledge of the active manager of a 
bank, whatever his official title may be— presi- 
dent, vice-president, or cashier— is of course 
imputed to the bank. He is the deputed agent 
of the bank, and within certain limitations 
represents the institution in its business tran- 
sactions. If his knowledge incurred no lia- 
bility to the bank, outsiders could not safely 
deal with a bank through its officers or agents. 

KNOWLEDGE IMPUTED WHEN DIRECTOR IS OF- 
FICIALLY INFORMED. 

When a director receives information pri- 
vately or incidentally, through rumor or other- 
wise, and does not commimicate his Imowl- 
edge to the Board, such knowledge will not be 
binding on the bank. But when notice is given 
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to him officially for the very purpose of being 
communicated to the Board of Directors, the 
institution will be bound by it, although the 
director may have failed to communicate the 
knowledge to his associates- 
Constructive notice to a director, without 
any actual knowledge of the transaction to 
which it relates, will not be imputed to the 
bank, nor can it be imputed when the notice 
was given a long time previous to the time of 
the transaction. 

WHEN DIRECTOR IS PERSONALLY INTERESTED IN 

THE CONTRACT. 

When a director is personally interested in 
a contract with his own bank, his knowledge of 
any infirmity would not be imputed to the 
bank. His interest in the contract being ad- 
verse to that of the bank's would raise the evi- 
dent presumption that he would not communi- 
cate such facts pertaining to the transaction. 

The doctrine that the knowledge of an agent 
is ordinarily to be imputed to the principal is 
based on the presumption that an agent will 
convey whatever knowledge he has concern- 
ing the business of the principal. The direc- 
tor when he is interested in a contract with his 
own bank is not for the time being a repre- 
sentative of the bank, but is as a stranger to 
the bank, and consequently his knowledge 
could not affect the bank. 
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LIABILITY OF A DIRECTOR DTJRINQ LEAVE OF 

ABSENCE. 

If a director is ill and unable to attend to 
the duties devolving upon him, it is not neces- 
sary to resign to escape liability for the time 
being. The other directors may grant him a 
leave of absence for any period within the 
year, and should any fraud be committed by 
any of the other directors or employes with- 
out his knowledge, and by reason of which the 
bank suffers pecuniary loss, he can be held in 
no way liable. 

LIABILITY WHEN OFFICE IS UNACCEPTED. 

A director who has been elected to the 
Board, but who has never really accepted the 
ofl&ce or attended any Board meetings, is not 
liable for mismanagement during the period 
for which he was elected. And an acceptance 
would not be implied from the fact that he 
had permitted his name to be used and adver- 
tised for some time as a director of the bank. 
Neither is a director liable, of course, for any 
mismanagement or wrong-doing on the part 
of the directors previous to the time of his 
election. His liability exists only for the per- 
iod of his ofi&cial connection with the bank. 

NOT UABLE AFTER RESIGNATION. 

A director who before his term is out sells 
his stock and resigns orally to the president of 
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the bank at his office is not liable for the negli- 
gence of the other directors after he has so 
tendered his resignation. 

LIABILITY FOR EXCOBIEDING POWERS. 

The powers and authority of bank directors 
are limited by the statutes under which the 
corporation receives its charter. If the direc- 
tors in the performance of contracts, or any 
other acts, should exceed the powers conferred 
upon them by law, they are liable for any 
losses which the bank may suffer as a conse- 
quence. And it does not matter whether or 
not they acted in good faith, for directors are 
presumed to know the extent of their powers. 

» 

LIABILITY FOR CONTRACTING DEBTS. 

If the directors of a bank contract debts be- 
yond the limit fixed by statute, they are per- 
sonally liable for the indebtedness in excess 
of the legal amount. Only those, of course, 
who are directors at the time of the violation 
of the law would incur the liability. 

NOT TJABLE FOR COMPENSATING DIRECTORS. 

A director is not individually liable for the 
act of the majority of the Board in wrong- 
fully voting compensation to one of their num- 
ber for some special service rendered, al- 
though he may have voted for it but did not 
receive any of the money himself. 
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TJABHiTTY FOR MISAPPROPRIATION OP FUNDS. 

iWhere the bank suffers loss through the 
misapplication of its funds by certain officers 
or directors, those who are directly responsi- 
ble are jointly and severally liable for the en- 
tire loss; and also for the interest on the 
amount from the date of the misapplication. 

LIABILITY FOR KEEPING BANK OPEN WHEN 

INSOLVENT. 

The directors of a bank are liable for de- 
posits made during the insolvency of the bank 
when they knew of its condition, and which 
they received with the evident intention of 
deceiving and defrauding the depositor. As 
long as the doors of a bank remain open it is 
considered an invitation to the public to de- 
posit their money with the institution, and 
equivalent to a public declaration that the 
bank is in a solvent condition. Yet the mere 
fact of itself that they received deposits when 
the bank was insolvent does not render them 
liable to the depositors who have lost their 
money in consequence. If, however, the 
slightest examination of the bank would have 
revealed the true state of affairs, and they 
would have known of its insolvency but for 
their gross negligence, they may be held lia- 
ble. 
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WITHDRAWAL OF DEPOSITS AFTER INSOLVENCY. 

Directors have no right to withdraw their 
own balances from the bank previous to its 
suspension when they have knowledge of its 
insolvent condition. In doing so they frau- 
dulently deprive the other creditors of assets 
to which they are entitled, and they will be 
held accountable for all such withdrawals. 

LIABILITY TO DEPOSITORS FOR FALSE REPRESENTA- 
TIONS. 

Directors are sometimes sued by depositors 
for misrepresentations made to them to in- 
duce them to deposit their money in the bank ; 
but they cannot recover from the directors on 
such grounds unless the representations are 
both untrue and fraudulent. If a depositor 
should be induced to put his money in the 
bank upon the representations of a director as 
to the solvency of the bank, and the director 
knew them to be untrue, but knowingly made 
them to deceive and defraud the depositor, 
then he would be liable for losses sustained by 
the depositor. 

When a director, however, makes represen- 
tations to a depositor that a bank is in a per- 
fectly sound condition, believing such repre- 
sentations to be true, when in reality they 
were false, and at the time the bank was in- 
solvent, he will nevertheless not be liable, al- 
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though the depositor was induced to deposit 
his money upon such representations. 

directors' LIABILITY FOR ATTESTING FALSE 

REPORTS. 

State banks as well as national banks are 
required to make statements each year of their 
financial condition. These statements must be 
signed and sworn to by the cashier and at- 
tested by not less than three directors, and 
must be published in a local newspaper. 

In attesting such reports few directors real- 
ize the extent of their liability. The published 
reports, statements, and advertisements of a 
bank are intended to give information and to 
influence those contemplating dealings with 
the bank, and when directors publish or cir- 
culate such statements that are false and un- 
true, and are made with the intent to deceive, 
they are personally liable for any damages 
one might suffer by reason of his acting upon 
them. And they are liable when such pub- 
lished statements are falsely made by the of- 
ficers of the bank, and even when they had no 
knowledge of the falsity of the reports. 

It has also been held that ^Hhe directors of 
an insolvent national bank are personally lia- 
ble at the suit of one purchasing the stock of 
such bank, for damages sustained by reason Qf 
the insolvency of the corporation, when the 
plaintiff is induced to make such purchase by 
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false representations of solvency contained in 
reports made by the bank to the Comptroller 
of the Currency and attested by the directors, 
and published in pursuance of law, even 
though the directors were imaware that such 
reports and representations were false or im- 
true and were iaade without intention to de- 
ceive or defraud." 

The opinion is generally held that when a 
director attests a report, *^he does so only as a 
director, and with a view only to such Imowl- 
edge of the condition of the bank as the exer- 
cise of his duties as a director impose upon 
him." Such an opinion was expressed by the 
dissenting judges in a case bearing upon this 
point, when it was said: ^^ Reading into the 
report, as we must, the directors' legal duty, 
the words of these reports, ^Correct— Attest,' 
mean in effect: *We, as directors, certify to 
the correctness of the foregoing report, bas^ 
ing our certification on the knowledge which 
we possess by virtue of a proper discharge of 
our duties as directors.' " 

But it was decided by a majority of the 
court in the same case that the word ^^ attest" 
as used in the statute does not mean merely 
that the directors are witnesses to the execu- 
tion of the report ; but that "they vouched for, 
or certified to the absolute truthfulness of the 
statements therein contained, and not that the 
report was correct, so far as the directors 
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knew or had been advised by the proper per- 
formance of their duties as directors. The 
means of information, this record shows, were 
accessible to them. It was their duty to know 
whether the reports were correct or not.'' 

The rule that directors attesting a report 
may be held liable for losses sustained by one 
who has relied upon the truthfulness of the 
report and is deceived thereby to his injury, 
and although such directors had no intention 
of deceiving or defrauding, and did not even 
know, though not guilty of gross negligence, 
of the falsity of the report, seems rather severe 
and unjust ; yet it seems the courts have so de- 
creed. 

The signing of the official reports of the bank 
is not, therefore, so much a matter of form as 
some directors are disposed to consider it. On 
the contrary, there is a serious responsibility 
attached to it, and to minimize the attendant 
risk and danger, it is hardly necessary to em- 
phasize the importance of the directors exer- 
cising the greatest care and diligence in ascer- 
taining the true condition of the baiik. 

LIABIUTT FOR PUBLIC STATEMENTS. 

Sometimes during a run on a bank, or in 
order to dispel rumors tending to excite the 
suspicions, directors will often make public 
statements, reassuring the people of the sol- 
yency of the institution. To what extent a 
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director may be liable for statements imder 
such eircmustances was decided in a case, 
where the directors during a run, posted a no- 
tice in the bank addressed to the general pub- 
lic and signed by them, that the bank was sol- 
vent. The plaintiff, after a personal con- 
ference with the directors, made a loan to the 
hanikj and the bank failed. It was held, ^*that 
the notice not being addressed to the plaintiff 
could not entitle it to recover from the direc- 
tors under R. L. Vt., section 983, which pro- 
vides that no action shall be brought to charge 
any person upon a representation concerning 
the credit of another, unless such a representa- 
tion is in writing and signed by the party to 
be charged; and the fact that the notice was 
signed by the defendants as directors would 
prevent a recovery from them individually, 
even if the notice were a sufficient representa- 
tion in writing.'* 

A director will be held liable, however, for 
statements made to depositors, which induced 
them to deposit money, or to ref ain from with- 
drawing their balances, when the bank was in- 
solvent, and was known by the directors at the 
time to be insolvent. And it is not necessary 
that such statements be in writing. A direc- 
tor making a false statement to a depositor 
regarding the condition of the bank, on ac- 
count of which the depositor sustains a loss, 
cannot avail himself of the statute of frauds, 

6 
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which provides that the guarantee of the debt 
of another must be in writing. 

LIABILITY FOR REPRESENTATIONS CONCERNING 

THE VALUE OF STOCK. 

A director who makes false and misleading 
statements concerning the value of the stock 
of his bank, knowing such statements to be 
false, and for the sole purpose of influencing 
persons to purchase the stock, will render him- 
self liable to such persons if loss is sustained 
thereby. Or if he issues circulars or prospec- 
tuses regarding the value of the stock, know- 
ing them to be untrue, for the purpose of de- 
ceiving the public and inducing them to buy 
the stock, he will be held responsible for in- 
juries thus sustained. 

OBLIGATIONS OF A DIRECTOR WHEN PURCHASING 

STOCK OF HIS BANK. 

A director of a bank in negotiating with a 
stockholder for the purchase of his stock is 
not obliged to communicate to him his knowl- 
edge of the value of the stock, and therefore 
is not liable if he should purchase the stock 
below the regular market price. 

LIABILITY FOR FRAUD AND EMBEZZLEMENT. 

Directors are, of course, personally liable as 
individuals, and not jointly as directors, for 
the willful breach of their trust by embezzle- 
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ment or misapplication of the funds of the 
bank and by fraud and deceit whereby the 
bank sustains pecuniary loss. For instance, a 
director would be liable as trustee for wrong- 
fully appropriating the bonds of the bank to 
his own use, and for aiding in the passing of a 
resolution which enabled him to do so. 

WHEN LIABLE FOR THE FRAUD AND EMBEZZLE- 
MENT OF OFFICEBS. 

Directors are liable for the misconduct and 
fraud of any of their subordinate officers, em- 
ployes, or agents, when it is shown that such 
fraud 'and Sdsconduct was possible tiirough 
the willful neglect and inattention of the di- 
rectors, or could have been prevented had they 
given ordinary and proper care to their duties. 
Directors must not only act in good faith, but 
must use ordinary care and discretion in the 
management of the bank. They must partic- 
ularly look to the proper disbursement of the 
funds intrusted to them, and if the funds are 
in any way appropriated for any other pur- 
pose than that for which they were intended 
by the directors, or by any of their agents or 
employes, through their inattention to busi- 
ness, tiiey will be compelled to answer for it. 

Directors, however, are not always held re- 
sponsible for the wrong-doing of their officers. 
Tfihe mere fact of their being directors at the 
time is not in itself sufficient to establish their 
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liability. They must have had some knowl- 
edge, or participated either directly or indi- 
rectly in the wrong-doing, or must have been 
guilty of mismanagement or the violation of 
some law. In a case where a stockholder was 
represented as a director of a bank, and ad- 
vertised as such, but had never participated in 
any way in the management of the bank, it 
was held that he was not liable for the fraud 
of the other directors. 

PRESUMPTION OF KNOWLEDGE OF WRONG-DOING. 

Before they can be held liable for the mis- 
doings of their ofl&cers, directors must have 
had some knowledge of their acts ; but under 
certain circumstances such knowledge would 
be attributed to them, although they may not 
have had any actual knowledge of misconduct. 
For instance, if it were shown that had the 
directors used ordinary skill and caution in 
the performance of their duties, the wrongful 
acts would have been brought to light, then 
actual knowledge would be presumed. 

DIRECTORS^ TilABnJTY JiB AFFECTED BY STATUTE 

OF LIMITATIONS. 

What protection is afforded bank directors 
by the statute of limitations is concisely stated 
by Mr. BoUes: **When the liability of a di- 
rector is special, in other words is created by 
statute or charter, the ordinary statute of 



OP BANK DIRECTORS 85 

limitations does not apply to him. Nor does a 
statutory limitation bar the claim of stock- 
holders which springs from a trust relation 
existing between them, and when the director 
of an insolvent bank fraudulently receives 
from the cashier, without the knowledge or au- 
thority of the directors, bills and notes belong- 
ing to the bank, the statute of limitations will 
not bar a recovery. But it may bar a recovery 
for shares purchased on false representations. 
Thus, the directors of a bank made false rep- 
resentations concerning its condition, where- 
by new subscribers were led to purchase a new 
issue of shares. After its true condition be- 
came known the stockholders, old and new, 
united in an assessment to pay the baiJi's in- 
debtedness. More than six years after the 
discovery of the fraud, the new stockholders 
filied a bill against the others praying for an 
accoimting and the repajrment of the money 
paid for the shares, and to discharge the debts 
of the bank. The statute of limitations barred 
the proceedings." 
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CRIMINAL LIABILITY OF DIRECTORS 

The offenses for which directors of national 
banks may be held criminally liable are given 
under section 5209 of the National Bank Act, 
which says: ** Every president, director, cash- 
ier, teller, clerk, or agent of any association 
who embezzles, abstracts, or willfully misap- 
plies any of the moneys, funds, or credits, of 
the association, or who, without authority 
from the directors, issues or puts in circtda- 
tion any of the notes of the association; or 
who, without such authority, issues or puts 
forth any certificate of deposit, draws any or- 
der or bill of exchange, makes any acceptance, 
assigns any note, bond, draft, bill of exchange, 
mortgage, judgment, or decree ; or who makes 
any false entry in any book, report, or state- 
ment of the association, with intent, in either 
case, to injure or defraud the association or 
any other company, body politic or corporate, 
or any individual person, or to deceive any of- 
ficer of the association or any agent appointed 
to examine the affairs of any such association ; 
and every person who with like intent aids or 
abets any oflScer, clerk, or agent in any viola- 
tion of this section, shall be deemed guilty of 
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a misdemeanor, and shall be imprisoned not 
less than five years nor more than ten/' 

LIABILITY FOB EMBEZZLEMENT. 

Embezzlement is defined as ^^an imlawful 
conversion by the officer to his own use of 
funds intrusted to him, with the intent to in- 
jure or defraud the bank/' It is used to de- 
scribe a crime ** which a person has an oppor- 
tunity to commit by reason of some oflice or 
employment, and which may include some 
breach of confidence or trust/' 

ABSTBACTION OF FUNDS. 

While embezzlement consists in the unlaw- 
ful conversion of funds held in trust, with an 
intent to ** injure or defraud," ** abstraction" 
or "misapplication" consists of the conver- 
sion with the same intent, but not particularly 
of trust funds. ** Willful abstraction" under 
section 5209 means *Hhat the money or the 
funds of the association must be withdrawn 
by the officer or by his direction ; that such tak- 
ing or withdrawing should be without the 
knowledge or consent of the bank, or its Board 
of Directors ; that the money so taken or with- 
drawn should be converted to the officer's own 
use or for the benefit and advantage of some 
person other than the association, and that 
this should be done with the intent to injure 
and defraud the association," The meaning 
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of the word ** willful'' under this statute im- 
plies a knowledge and purpose to do wrong. 

WILLFUL MISAPPLICATION OP FUNDS. 

To constitute the offense of *^ willful misap- 
plication" it is necessary that the money or 
funds of the association be misapplied for the 
*^use, benefit, or gain of the party charged, or 
of some company or person other than the as- 
sociation. ' ' 

FALSE ENTRIES. 

False entries within the meaning of section 
5209 has been defined as follows : ** Any entrj' 
on the books of the bank which is intentionally 
made to represent what is not true or what 
does not exist, with intent either to deceive its 
officers or defraud the association, is a * false 
entry' within the meaning of the statute.*' 

When false entries are made in the books 
of a national bank, and it is proven that they 
were known to be false by the officers making 
them, the presumption is raised that they were 
made for the purpose of deceiving, although 
such presumption is not conclusive. 

When a clerk or any other employe of a 
bank makes false entries in any books or state- 
ments of the bank imder the direction of any 
officer or director, such officer or director 
would be chargeable with the offense the same 
as if he had made them personally. 
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When the original figures or entries in the 
books of a national bank are erased and other 
figures which would falsify the account are 
substituted therefor, the act would constitute 
a "false entry/' Where in the ordinary 
course of business an overdraft is allowed, and 
such overdraft is correctly recorded in the 
books just as it occurred, it is not a false en- 
try, although the overdraft was made under 
such circumstances as to constitute a fraud 
upon the bank. 

A bank ofl&cer or director who verifies a re- 
port, which he believes to be true, cannot be 
held criminally liable, although the report is 
in fact false, ** since that makes the intent to 
defraud a material element of the offense." A 
**false entry" in a report by a national bank 
officer or director to the Comptroller of the 
Currency within the meaning of section 5209, 
is not merely an incorrect entry made through 
inadvertent negligence or mistake, but is an 
entrv known to the maker to be imtrue and in- 
correct and by him intentionally entered while 
so knowing its false and untrue character. 

To constitute a false entry within the mean- 
ing of the statute in a report of the condition 
of a national bank, it is not necessary that the 
report be made by an officer of the bank in 
response to a call by the Comptroller of the 
Currency. But "a report of the condition of 
a national bank, whether called for by the 
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Comptroller or not, which is a report in the 
usual form made by an officer of tiie bank in 
his official capacity, if it contains a false en- 
try made with intent to deceive, is within the 
Revised Statutes, section 5209, which declares 
such false entries to be a misdemeanor." 
Neither must the report be one of those men- 
tioned in the statutes, or one which the bank 
is bound by law to make. It is sufficient that 

the report be made in due course of business. 
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ACTIONS AGAINST DIRECTORS. 

Let us now consider who are entitled to a 
right of action against directors for losses suf- 
fered through their wrong-dping and misman- 
agementy and in what manner proceedings 
should be brought. 

Although the several stockholders, deposi- 
tors, and creditors of a bank may have been 
damnified by the wrongful acts of the direc- 
tors, they cannot bring suit to recover their 
individual losses. Such a right would give 
some priority over others, and the directors 
would become party defendants to multitu- 
dinous law-suits and endless litigation. 

The directors are not agents, bailees, or 
trustees of the individual stockholders or de- 
positors, and therefore not answerable to them 
severally for losses caused by their misman- 
agement. 

In law the corporation is as a distinct per- 
sou; and it is to it that its officers and agents 
are accountable for all torts and injuries di- 
minishing or destroying the value of its prop- 
erty* Such losses as are recovered from the 
directors must be treated as an asset of the 
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bank, and thus finally inure to the benefit of 
all the stockholders, depositors, and creditors. 
While a bank is solvent, then, and engaged 
in business, an action against the directors to 
recover damages must be brought by the bank 
itself, or by its representatives in behalf of 
the bank, and there can be no individual re- 
covery. When, however, a shareholder or de- 
positor receives special injury by reason of 
some wrongful act of the directors, he may 
bring suit and recover for losses thus sus- 
tained ; as, for instance, when fraudulent rep- 
resentations are made concerning the value of 
the stock. 

WHEN SHAREHOLDERS MAY SUE THE DIRECTORS. 

The statement that the shareholders of a 
bank cannot bring action against the directors 
for the protection of the institution is subject 
to some qualification. ^*When the directors 
of a national bank have violated the provi- 
sions of the National Bank Act, to the damage 
of the bank and its shareholders, and the bank 
fails upon request to bring an action against 
such directors for the recovery of such dam- 
ages, an action may be maintained for that 
purpose by a stockholder ; but such action must 
be brought by such shareholder on behalf of 
himself and all the other shareholders, the 
bank must be made a party, the judgment 
must be in its favor, and the proceeds of such 
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judgment will inure to the common benefit of 
all the stockholders alike.'' Stockholders are 
not justified, however, in bringing suit unless 
the refusal of the directors amoimts to a clear 
default on their part, ** involving a breach of 
duty within the rule established, to authorize 
a stockholder to institute the suit in his own 
behalf, or for himself and other stockholders.'' 

WHEN DEPOSrrOBS MAY SUE, 

The depositors of a bank have a right of ac- 
tion against its directors for any violation of 
the National Bank Act which amoimts to a 
breach of the implied contract with its deposi- 
tors, * inherent in the contract of deposit that 
the bank would use such deposits and its assets 
in conformity with the safe-guards provided 
by law." And the fact that tibie bank is insol- 
vent and a receiver has been appointed to ad- 
minister its affairs, does not preclude the de- 
positors from bringing suit. 

WHEN CREDITORS OF THE BANK MAY STJE. 

The creditors of a bank cannot sue the di- 
rectors for negligence or failure to do their 
duty, although they were injured thereby. Nor 
can they maintain an action against the direc- 
tors for fraud in the administration of the af- 
fairs of the bank. They may sue only when 
they have suffered direct loss or damage 
through the fraudulent acts of the directors 
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towards them. As, for instance, when the 
false representations of the directors lead 
them to such action as to directly result in 
loss. 

stockholders' remedy when receiver is 

appointed. 

When a bank becomes insolvent and a re- 
ceiver is appointed, a stockholder has no right 
of action against the directors to hold them 
liable for mismanagement of its affairs, but 
the suit must be brought by the receiver, as he 
IS the legal representative of the bank. But 
when the receiver, the officers, and the Comp- 
troller of the Currency all refuse to bring ac- 
tion against the directors for negligence and 
breach of trust, by reason of which losses have 
occurred, then a stockholder, as a representa- 
tive, and in behalf of all the stockholders, may 
bring suit. And when the receiver is also a 
director and one of the parties charged with 
negligence and misconduct, the stockholder, in 
behalf of himself and the other stockholders, 
may enter suit. 

WHEN THE RECEIVER OF A BANK MAY SUE. 

The receiver of an insolvent bank may sue 
the directors in his own name in behalf of the 
bank, or in the name of the bank itself for the 
benefit of the shareholders, depositors, and 
other creditors, for losses sustained through 
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their negligence, mismanagement, and wrong- 
doing, and may enforce any right or claim 
against them that the bank itself could have 
enforced. 

LIMITATION OF ACTIONS. 

Suit may be brought against directors to 
recover losses incurred by their negligence 
and misconduct in the management of the 
bank's affairs at any time within ten years. 
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DIRECTORS' MEETINGS. 

Meetings of the Board of Directors are us- 
ually held at the bank's place of business. Most 
banks have a ** directors' room" connected 
with the main banking room for the exclusive 
use of the directors. The meetings of the 
Board may be *^ regular" or ** special." 

REGULAR MEETINGS. 

The regular meetings of the Board of Di- 
rectors are held at stated times and places as 
may be provided in the By-laws, or in con- 
formity with the requirements of the state or 
national laws under which the bank is incor- 
porated. 

When the time and place of the regular 
meetings are provided for in the Charter or 
By-laws of a bank, or are fixed by Statute, no- 
tices of such meetings are not necessary to 
make them legal, as the law presumes each di- 
rector to have a standing notice of the regular 
meetings. 

SPECIAL MEETINGS. 

Special meetings are called to be held at 
some particular time, and for special pur- 
poses. The By-laws of a bank usually provide 
that special meetings may be called by the 
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president, cashier, or at the request of three 
or more directors; and should there be no 
quonun at any special or regular meeting, the 
members present may adjourn from day to 
day imtil a quorum is in attendance. In the 
absence of a quorum no business should be 
transacted. 

Special notice to all the members of the 
Board of all special meetings must be given 
in order to make the acts of the Board at such 
meetings valid and legal. Notices of meetings 
may be given 

By personal service; 

By publication and personal service; 

By the written consent of all the directors 
(and this written consent should be 
signed on the minutes of the meeting) , 

And pursuant to adjournment at a spe- 
cified time. 
Notices of directors' meetings should al- 
ways state the purpose of the meeting, al- 
though it is not necessary in every case to es- 
tablish the validity of such meetings, unless 
the business to be transacted is of unusual im- 
portance and unless the Statute, Articles of 
Association, or By-laws provide otherwise. 

NUMBER OF DIBECTORS CONSTTrUTING A QUORUM. 

The nimiber of directors necessary to con- 
stitute a quorum is usually fixed by the Arti- 
cles of Incorporation or By-laws. A majority 

7 
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of all the directors will constitute a quorum in 
the absence of any such provision. If notice 
has been properly given to all the members of 
the Board, a majority of a quorum may act. 
One person cannot, of course, constitute a 
quonun. A ** meeting *' requires at least two 
I)ersons. 

THE PRESmiNG OFFICER. 

The president of the bank is the presiding 
ofl&cer. He usually presides over the meetings 
of the stockholders as well as the directors, 
and he has the casting vote. 

At the meetings of the Board the president 
sits at the head of the table, and the cashier 
who acts as secretary of the meetings, usually 
sits at his right, while the other directors as- 
semble themselves around the table in their 
usual places. 

When the directors assemble they should at- 
tend promptly to the business on hand, and 
not convert the meeting into a ** social gather- 
ing. *' At some Board meetings the entire 
time almost is consumed in the discussion of 
political, social, and personal affairs, and at 
the very last moment important matters per- 
taining to the business of the bank are hur- 
riedly considered to the detriment of the in- 
stitution. 

The president should open the meeting 
promptly by calling the members to order. 
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« 

He may say: "Gentlemen, you will please 
come to order, and we will have the minutes 
read/' When the cashier has read the min- 
utes, they should be approved, which is us- 
ually done in the following manner : 

The president may say, **You have heard 
the reading of the minutes. Are there any ob- 
jections or corrections ?' ' And if the members 
are silent he will add, "If not, they will stand 
approved/' Or, after the reading of the min- 
utes, the president may inquire what is the 
pleasure of the Board in regard to them. A 
motion should then be made and seconded that 
the minutes stand approved as read. 

ORDER OP BUSINESS. 

The business of the meetings is then usually 
transacted in the following order : 

Beading of the minutes of the previous 
meeting. 

Reports of the standing committees. 

Reports of the special committees. 

Unfinished business. 

New business. 

Adjournment. 

A motion to adjourn is simply a motion to 
continue the business of the meeting to an- 
other time not definitely fixed. If it is desired 
to adjourn to meet again at some special time, 
a previous motion fixing the date and hour is 
necessary. 
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WHAT THE MINUTES SHOULD DISCLOSE. 

The cashier should attend all meetings of 
the directors, and should keep a clear, concise 
but complete record of all its proceedings. 
The book in which such a record is kept is 
called the "Minute Book,'' and it should re- 
veal the following facts concerning each meet- 
ing: 

Time of the meeting. 

Whether the meeting is "regular'' or "spe- 
cial." 

If special, by whom called and for what pur- 
pose. 

The name of the ofl&cer presiding. 

The members present at the meeting. 

Every act done or ordered to be done. 

Every motion made, whether carried or lost. 

The name of the director making a motion 
and by whom seconded should be recorded 
when motions relate to important matters. 
The "ayes" and "noes" should also be taken 
upon important questions, and recorded op- 
posite the names of the directors voting. 

Only such business that is formally acted 
upon should be recorded in the Minutes. Mat- 
ters which are simply discussed in an informal 
way should be omitted. If, however, at a 
called meeting there is no quorum, or no 
agreement or decision can be reached in the 
matter for which the meeting was especially 
called, this fact should be recorded. 
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THE DISCOUNT COMMITTEE. 

The greatest responsibility devolving upon 
bank directors is that of loaning and invest- 
ing the funds of the bank. Upon the de- 
gree of skill and intelligence displayed in the 
exercise of this important function depends 
the success of the institution. 

The Board should appoint each year a com- 
mittee—usually known as the ^^Discoimt Com- 
mittee/' the ^*Loan Committee,'' or the ^* Fi- 
nance Committee " — with powers to make 
loans and discounts. This committee should 
be composed of the president, cashier, and two 
or three of the directors, and they should make 
a report at each regular meeting of all the 
loans and discounts made since the last pre- 
vious report. 

Better and closer supervision will be given 
to the loans by a few members, specially dele- 
gated to perform such duties, than can be 
given by the whole Board. But this does not 
mean that the directors may abandon the loans 
and discounts entirely to the judgment and 
discretion of the committee. The committee 
should have authority to accept or reject ap- 
plications in the ordinary course of business, 
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but directors should always ratify each loan, 
and should themselves pass upon any extra- 
ordinary applications before the loans are 
made. 

The committee should be composed of di- 
rectors who do not themselves require large 
lines of credit, in order that their judgment 
may be as free as possible from bias. Yet 
they should be men closely allied to the busi- 
ness interests of the community. Their prac- 
tical knowledge of prevailing conditions in 
their particular trades will greatly assist in 
the wise and judicious distribution of credit. 
They should be men of good judgment, broad 
minded and conservative. 

The committee should meet often, not neces- 
sarily every day in the case of every bank re- 
gardless of its volume of discoimts, but as of- 
ten as the extent and character of its loans 
justifies. 

Loans may be classified under two general 
heads as follows : 

Commercial paper. 

Accommodation paper. 
** Accommodation paper*' may be further 
subdivided as follows : 

Single-name paper, 

Two-name paper, 

Demand loans, 

Collateral loans, 

Beal estate loans. 
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OOMMEBdAL PAPER. 

** Commercial paper'' consists of notes giv^i 
by one business firm to another firm in settle- 
ment of purchases made or work done. These 
notes are discounted by the bank for the credi- 
tor, who is usually a customer of the bank's 
and who endorses the paper discoimted. 

Genuine commercial paper— that is, notes 
given by responsible business firms for actual 
value, and discounted for well-known local 
jobbers or manufacturers— forms a first-class 
bank asset. It is generally held in such high 
favor by the banking fraternity for the reason 
that it is based upon actual and legitimate 
business transactions, in which real value 
passes from one trader to another. Farther- 
more, there is the credit of two different firms 
back of the paper, and while these firms are 
usually in the same line of business, they may 
be widely separated and in no way alHed to 
each other. 

Genuine commercial paper, however, is not 
plentiful. Formerly there was a good supply 
of it, but it seems that the changed business 
conditions have to a large extent eliminated 
from the financial markets this class of credits. 
Its present scarcity is perhaps due to several 
reasons. 

Hundreds of business firms, which formerly 
were compelled to raise funds by discounting 
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their customers' notes, are now incorporated, 
bonded, and capitalized, and are enabled to 
raise siijBficient working capital by the sale of 
their stocks and bon£. Again, many firms 
instead of giving their notes to settle accoimts, 
now borrow money themselves direct from the 
bank and discoimt their bills. Some prefer, 
also, to have the debts of their customers run 
as open accoimts, rather than accept their 
notes in settlement. 

The commercial paper on the market today 
requires the closest scrutiny. .Much of it is 
spurious— accommodation paper, pure and 
simple. It is usually hard to distinguish the 
good from the bad; but certain features dis- 
cernible upon the surface may in some in- 
stances reveal its true quality. For instance, 
a note given by a retail grocerman to a whole- 
sale grocerman, or one given by a furniture 
dealer to a furniture manufacturer, is a fair 
indication of the genuineness of the paper, 
but not always conclusive evidence. Such 
firms may have arranged to exchange their 
notes merely for their own accommpdation, 
while there was no actual exchange of values 
as a basis for the transaction. 

In accepting commercial paper the standing 
and the credit of the maker should of course 
be investigated; but the bank places its reli- 
ance chiefly upon the endorser, for whom it 
discounts tiie note& 
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SIKGLE-NAME PAPER. 

Siiigle-name paper is signed by the bor- 
rower alone— whether an individual, firm, or 
corporation. There is a good deal of pre- 
judice against paper of this class, the idea 
being generally held that it is unwise to loan 
the resources of a bank upon the pledge of a 
single individual or firm, with no other secur- 
ity to fall back upon in case of default of the 
principal. Yet a large per cent, of loans are 
so made, and are often justified by the char- 
acter of a bank's business and the prevailing 
custom in that locality. 

If a bank is situated in a farming commun- 
ity when the farmers are prosperous, thrifty, 
and economical, there is small risk in making 
them advances upon their own individual 
notes to enable them to move their crops or 
ship their cattle to market. Merchants, job- 
bers, and manufacturers also require money 
at certain seasons of the year when they must 
lay in a large stock of goods. If they are in 
good standing they are entitled to reasonable 
credit upon their direct obligations. Such 
loans are usually repaid out of the proceeds of 
the subsequent sale of the goods. 

The merchant's stock of goods and the open 
accounts with his customers are sometimes 
the sole basis of single-name loans, the bank 
placing its chief reliance upon the honesty and 
business acumen of the borrower. But the 
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merchant may overbuy; he may miwisely ex- 
tend credit to irresponsible people ; or a busi- 
ness depression may come, and leave him with 
his goods unsold and no ready funds with 
which to meet his other obligations. While 
all single-name paper should not be con- 
demned, yet it certainly appears, that, as a 
class, such paper is attendant with greater 
risk than double-name paper or coUateral 
loans. 

In making a single-name loan it is advisable 
to look well into the future, and endeavor to 
determine whether or not the borrower's abil- 
ity to meet the note will be any better at the 
date of maturity than at the time the loan was 
made. 

TWO-NAME PAPER. 

Two-name paper consists of notes signed by 
more than one person, firm, or corporation, 
and notes bearing endorsements other than 
l^ose of tiie maker. Commercial paper would 
of course be classed under this head. 

Merchants or individuals not enjoying the 
best of credit, and unable to furnish coUateral 
or real estate security, are enabled to secure 
accommodations of their bank by getting their 
friends to endorse or sign their notes with 
them. The endorser on such paper guarantees 
its payment, and is just as liable to &e bank as 
if he himself was the borrower, or had parti- 
cipated in the proceeds of the note* 
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DEMAND LOANS. 

Demands loans are loans which must be paid 
at any time upon the demand or call of the 
bank. The borrower also has the option of 
paying the note whenever he desires. Demand 
notes are usually secured by collateral, such 
as stocks and bonds, and they do not command 
as high a rate of interest as time loans. The 
rate usually runs from one-half to one per 
cent, lower than time paper. 

Business men or ftnns do not often borrow 
money on call, as a sudden demand upon them 
might be made just at a time that would 
greatly embarrass them. The prudent busi- 
ness man endeavors to arrange the maturity of 
his notes at periods when he can most conven- 
iently meet them. 

Demand loans are usually made to brokers 
upon stocks and bonds quoted upon the stock 
exchanges. These loans are preferred by 
brokers principally for two reasons. First, 
because they have the privilege of paying the 
loan at any time, and, second, because they 
command a lower rate of interest. The bankers 
themselves in the larger cities, with their mil- 
lions of deposits payable on demand, have 
learned that it is prudent to maintain a rea- 
sonable proportion of their loans on call. 

While country banks have never to anj" 
great extent dealt with this class of loans, the 
policy of loaning at least a small proportion 



108 THE DUTIES AND LIABILITIES 

of their assets on demand should be generally 
adopted. No doubt the objection will be 
raised that the borrowers of the smaller banks 
would never consent to signing a note payable 
on demand. Such, however, is not the case. 
It must be remembered that there is a real 
advantage to the borrower in having the privi- 
lege of paying off his indebtedness at any 
time, and thus stopping the interest. Many 
farmers and individuals borrow money for 
three, four, or six months, and pay the dis- 
count for the full period, although they may 
be prepared to repay the loan before maturity. 
When this feature of the demand loan is ex- 
plained, it often creates a preference for them. 
The cashier of a coimtry bank, in which 
there was not a single demand note, en- 
deavored to introduce this method of borrow- 
ing money to its customers. They did not take 
kindly to it at first— many of them never heard 
of a. call loan; but when the feature which 
showed a saving of interest was explained to 
them it was not long before they began to ap- 
preciate its advantages. Within two years the 
bank had two-thirds of its loans on call, while 
many of its customers thereafter refused to 
sign a note unless payable on demand. 

C50LLATERAL LOANS. 

Collateral loans are usually secured by a di- 
rect pledge of listed stocks or bonds. Other 
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forms of collateral are ** elevator receipts,'* 
given for grain stored in elevators; ** ware- 
House receipts/' evidencing the storage of pro- 
visions, etc., in warehouses; and **bflls of ex- 
change *' with endorsed bills of lading at- 
tached. 

As the stocks and bonds pledged as collat- 
eral are subject to fluctuations in price, loans 
are not made on the full face or market value 
of the collateral. In New York and some 
other large cities the market value of the col- 
lateral must be 20 per cent, in excess of the 
amount of the loan. In some sections the mar- 
gin required is only 10 per cent. 

Banks must keep close tab on the daily 
market quotations of stocks and bonds pledged 
to it as collateral, in order to at all times main- 
tain the 10 per cent, or 20 per cent, margin. 
Whenever the market value falls below the 
required margin, borrowers are immediately 
notified to deposit additional collateral. 

It is never advisable to loan too extensively 
on any certain issue of stocks and bonds, no 
matter how ** gilt-edged'' they are supposed 
to be. Under certain conditions, as in the case 
of a severe money panic, a big slump in the 
stock market may occur and wipe out margins 
within an hour. As a precaution against such 
emergencies, banks usually require a mixture 
of coUateral for certain large loans. 

Collateral loans are largely made to brokers. 
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They purcHase stocks and bonds for tHeir cus- 
tomers on margin, which they are obliged to 
carry for inde&iite periods ; and as they, per- 
haps, carry securities in this way for several 
hundred customers, the amount that they have 
thus constantly invested usually exceeds sev- 
eral times their actual capital. They are en- 
abled to carry these securities by securing 
loans from their bank, pledging as collateral 
the stocks and bonds purchased for their cus- 
tomers. These loans are always watched very 
closely, owing to the fluctuations of the secur- 
ities pledged, yet there are, perhaps, no better 
class of loans. The requirement tiiat the bor- 
rower maintain adequate margin, and the 
severity of the contract embodied in the col- 
lateral note, serve as ample protection to the 
bank. 

REAL ESTATE LOANS. 

Eeal estate loans are secured by mortgage 
on real estate. If loans of this character are 
wisely and judiciously made, no better or safer 
security exists, for, after all, all security is 
based on real estate. Except in rare cases, 
loans should not be made by a bank on imim- 
proved property, and the amoimt loaned 
should not exceed two-thirds of the estimated 
value of the property. Real estate mortgages 
should be carefully* and thoroughly investi- 
gated. There should be absolute proof of a 
clear title, that no prior liens exist against the 
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property, and that it is amply insured and the 
insurance papers are properly assigned to the 
bank. 

WHO ARE ENTITLED TO LOANS. 

The Discount Committee will frequently be 
confronted with the question as to whether or 
not an applicant for credit is a safe risk. In 
the consideration of every loan there are a 
number of factors which must be taken into 
consideration— som.e, perhaps, of more rela- 
tive importance than others. Many business 
men do not offer special security, and tiie 
banks sometimes do not ask security. In mak- 
ing such loans the bank is obliged to assume 
part of the risk of the borrower's business. 

How then is the committee to determine who 
are entitled to credit ? An examination of the 
bank's own ledgers will generally aid in the 
proper solution of this problem. In large 
banks especially the extent to which credit is 
granted depends upon the average balance 
maintained by the applicant, large depositors 
receiving the most favorable consideration. 
For instance, a merchant with an average bal- 
ance of $10,000 would be entitled to a larger 
credit than one whose balance averaged only 
$1,000 or $2,000. 

In smaller banks, however, this rule is not 
so generally applied. Their largest balances 
are sometimes carried by merchants, who, 
while they may do a comparatively large busi- 
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ness, are not financially strong, having started 
with inadequate capital and involved them- 
selves heavily in debt. Outside of their stock 
of merchandise they may not possess a dollar 
of other assets. 

On the other hand a frugal, prosperous, and 
well-to-do farmer, while he may carry a very 
insignificent account, may be a safe risk for a 
greater sinn than the merchant with a large 
balance. It may be contended, however, that 
the extension of commercial credits is the first 
duty of the commercial bank, and that it 
should first accede to the wants and demands 
of business and trade. This may be true, but 
at the same time, it is not the function of a 
bank to furnish every business venture with 
its original investment capital, and thus be- 
come the chief partner in numerous business 
enterprises. 

Though the motives and intentions of a 
borrower may be of the highest order, and 
though the future of the enterprise may **look 
good,'' the bank is in duty bound, as a custo- 
dian of other people's money, to take into se- 
rious consideration the financial responsibility 
of its borrowers, and their ability to meet their 
obligations promptly at maturity. 

LIMITING THE CREDIT OF BORROWERS. 

When it is ascertained who are worthy of 
credit, it is then necessary to determine what 
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is a safe and proper limit to place upon that 
credit. Of course this is not to be determined 
by any definite or fixed rules. If such were 
the case this important function of the bank 
would be reduced to a simple proposition, and 
instead of astute business men being required 
in the management of financial institutions, 
high school graduates might serve in such ca- 
pacity with honor and credit. 

The national and state laws have endeavored 
to establish certain regulations and limitations 
with reference to loans, tending to prevent the 
over-extension of credit to borrowers. The 
National Bank Act prescribes a maximum 
amoimt that can be loaned directly to any one 
person, firm, or corporation. This amount is 
10 per cent, of the capital and surplus of the 
baii. The law, however, places no limit or 
restrictions upon the amoimt of credit that 
may be extended any one person by the dis- 
count of notes signed by another person or 

firm and endorsed bv him. 

•/ 

Because of this omission in the law, the pro- 
vision is rendered less effective, and individ- 
uals and firms are enabled to extend their 
credit beyond all reasonable limits. There 
should be a limit placed upon one^s liability 
to a bank as an endorser as well as principal. 
When the law fails to prescribe a limit the 
banks themselves should do so. 
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DIBEOTOBS^ RELATION TO BOBBOWEBS. 

There should exist a mutual feeling of trust 
and confidence beitween the depositors and di- 
rectors of the bank. Unless this relation ex- 
ists it will be impossible to secure from bor- 
rowers a full, frank, and honest statement of 
their financial condition. 

The borrower should disclose everything 
bearing upon his affairs, whether favorable or 
unfavorable. His own voluntary disclosure 
of any weak points in his condition should 
make a good impression upon the Discount 
Committee. Instead of resulting to his disad- 
vantage such candor will often redound to his 
benefit. 

In times of business depression a borrower 
must have friends who will stand by him ; but 
he will not find such a friend in his bank, un- 
less he has always taken its of&cers into his 
confidence and given them assurances of his 
honesty and integrity. 

SOUBCES OP INFOBMATION CONCEBNING 

BOBBOWEBS. 

There are a class of borrowers to whom a 
bank is always ready and willing to extend 
credit. They are persons or firms whose hon- 
esty, ability, and financial responsibility are 
matters of general knowledge, and of whom it 
would be deemed unnecessary to make any in- 
quiries. Unfortunately borrowers of this class 
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are not numerous, and fhe bank is obliged to 
deal with many whose financial condition is 
not so certain, and of whom many inquiries 
must be made and much information gathered. 

A bank has many facilities for ascertaining 
the financial standing of those seeking credit. 
Its officers are constantly storing up facts and 
information— sometimes unconsciously — con- 
cerning those with whom they have business 
relations. 

Information regarding the financial respon- 
sibility of customers soliciting credit is de- 
rived from two sources— from the ** inside" 
and from the ** outside!'' To secure inside in- 
formation the officers of the bank must go to 
the borrower himself. He may orally answer 
such questions as are put to him, or make a 
signed statement of the condition of his af- 
fairs. 

A bank must necessarily gather much of its 
information concerning borrowers from out- 
side sources, and such information is secured 
by the bank officers in various ways. They 
must rely to a large extent upon the reports of 
commercial agencies and replies to inquiries 
from other banks. It is through these outside 
sources that the bank ascertains a man's char- 
acter, and his past record— whether he has 
ever failed in business, and always been 
prompt in meeting his obligations. All such 
information gathered, both from past, and 
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present records, concerning a borrower, is 
carefully considered with reference to the ad- 
visability of granting the loan. 

The Discount Committee should be thor- 
oughly acquainted with the borrower's former 
history and business experience. Upon such 
knowledge they must re^y judge the risk, for 
failure on the part of an applicant in meeting 
former obligations would constitute sufficient 
grounds for refusing the loan. The borrower 
should be able to show that he has been suc- 
cessful in the past. The true condition of his 
business at the time the application is made 
should if possible be ascertained. 

The quality of a merchant's assets should 
not be overlooked— whether they consist of 
staple goods and are readily marketable, or 
whether they are old and shopworn and out of 
date. 

The Discount Committee should be well in- 
formed as to general local business conditions, 
should have a large personal acquaintance 
with the business men and farmers of their 
commimity, and a knowledge of the relations 
which exist between the different business 
firms. 

First of all, the officers and directors of a 
bank should satisfy themselves that those to 
whom they extend credit are men of undoubted 
honesty and integrity. Whatever a man's 
ability and responsibility, if he is dishonest 
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or tricky he is not a safe man with whom to 
have business dealings. In spite of all the pre- 
cautions a bank can take, opportunities often 
arise for the practice of deceit and dishonesty. 
A little trick or crookedness may cause values 
to shrink or assets to fade away. 

Next of importance is ability. Lack of good 
business judgment and ability on the part of 
a borrower may render his honesty and his 
wealth useless as a basis for credit. Poor 
management has doomed many an honest and 
upright business man to failure and ruin. Be- 
sides having a thorough technical knowledge 
of his business, he should be alive and pro- 
gressive, and possess executive and adminis- 
trative ability. 

A borrower possessing all these qualifica- 
tions would, it is true, approach the ideal, and 
it is not to be expected that a bank can secure 
only ideal borrowers. Yet if they strive to- 
wards that end, a higher standard of loans will 
be maintained. 

While honesty and ability are important 
factors in determining the qualifications of 
borrowers, the committee cannot rely upon 
them alone. Before making advances they 
should have assurances of his financial respon- 
sibility. His solvency, at least, should be un- 
doubted. He should have sufficient assets ''in 
sight ^' to meet his known liabilities. A man 
has no right to ask credit if he has no assets 
of any kind. 
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In forming an estimate of the borrower, 
however, it is not always wise to adhere strict- 
ly to fixed and rigid rules. Each case should 
be considered upon its own merits. Small ad- 
vances have sometimes been made to cus- 
tomers whose financial responsibility at the 
time was not very strong, and perhaps would 
have failed to stand the test applied in other 
instances, but who afterwards became valued 
customers of the bank through the assistance 
thus rendered them. 

Yet a bank should cultivate a reputation 
for conservatism in the extension of credits. 
Institutions regarded by the public as ^^lib- 
eraP' in the matter of loans will be harrassed 
by irresponsible and importunate borrowers, 
and will be called upon to consider many ques- 
tionable and doubtful propositions. The bank 
which exercises good judgment and extreme 
caution in making advances will not be a lure 
to borrowers of this character. 

OUTSIDE LOANS. 

Unless the legitimate local demand for 
funds is insufficient to employ the loanable 
resources of the bank, the bank should never 
seek outside loans. A neatly drawn note for 
$5,000 or $10,000, signed by a large and well- 
known firm, and bearing a higher rate of in- 
terest than prevails locally, may look rather 
tempting and less troublesome than a batch of 
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solid, irregular notes of local customers, yet 
in all probability the outside loan is attendant 
with greater risk. 

The bank has not that close ai)d intimate 
knowledge of the character and credit stand- 
ing of the large outside applicants as it has 
of its own loc^ business men, and it has few 
facilities for acquiring this knowledge. The 
banks in large cities, however, have every 
facility for ascertaining the credit standing 
and responsibility of these large borrowers. 
They maintain extensive ** credit depart- 
ments,'' which collect and preserve informa- 
tion and data of every description. Small 
banks would not be justified in going to the 
expense and labor of a thorough personal in- 
vestigation of the character of this outside 
paper. 

Some banks are enforced to employ their 
funds in outside loans because the local de- 
mand for money is not sufficient to absorb its 
available resources. Under such circum- 
stances the bank must make the best of the sit- 
uation. When it comes to this class of loans 
the judgment and discernment of the discount 
committee will be most severelv tested, and 
great care and caution must be exercised. 

Before accepting paper from outside con- 
cerns, they should not only have favorable re- 
ports from one of the mercantile agencies, and 
from a bank located in the same town or city, 
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but should make diligent inquiries of their 
own correspondents or reserve agents. Some 
country banks forced to employ their re- 
sources in outside loans have a nile prohibit- 
ing them from accepting any outside paper 
unless secured by listed securities and highly 
recommended by their reserve agent. 

NOTE BROKERS. 

Some business firms requiring large lines of 
credit, and local banking facilities being in- 
adequate, are compelled to seek loans from 
banks in other towns and cities through agents 
called **note brokers.'^ These brokers some- 
times buy the notes outright. They have a 
credit department, and thoroughly investi- 
gate the standing and responsibility of the 
business firms from whom they purchase 
paper. Other brokers simply sell the notes of 
their clients on commission. 

The note brokers submit their offerings of 
business paper from time to time to the banks. 
These offerings simply consist of the names of 
the makers and endorsers of the notes, their 
coromercial rating, the amount of each loan, 
and the rate of interest. Statements and fur- 
ther information concerning the borrowers 
are sent on request. 

The country bank should exercise extreme 
caution and go very slow in its dealings 
with note brokers. It is not the desire to dis- 
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credit or cast aspersions upon the note brokers 
as a class, but it cannot be denied that there 
are some who are irresponsible and who handle 
a very doubtful class of paper. Owing to the 
country banker's limited facilities for acquir- 
ing knowledge of their standing, and of as- 
certaining the grade of the paper offered for 
discount, he should give them a wide berth. 

BONDS AS A SECONDARY RESERVE. 

Some banks buy bonds having a ready mar- 
ket as a ^ ^ secondary reserve. ' ' Whether or 
not such a policy is wise, except where the 
local demand for funds is not sufficient to ab- 
sorb the resources of the banks, is a matter in 
which there is quite a difference of opinion. 
Experience has shown, however, that bonds 
are not as available for securing cash in times 
of stress as is generally supposed. At such 
times when a bank desires to realize upon its 
securities they are, with everything else, sell- 
ing considerably below their normal price, 
and to sell them would entail considerable loss 
upon the bank. Consequently the banks avoid 
selling their bonds until it becomes necessary 
as a last resort. 

Furthermore, when the funds of the bank 
are idle, the only time they can profitably in- 
vest in bonds, there is an abundance of capital 
seeking investment, and consequently the de- 
mand for bonds is general and the price ab- 
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normally high. A bank is therefore compelled 
to buy bonds when they are high and sell 
when they are low. 

When a bank is forced to seek outside in- 
vestments by reason of the inadequate local 
demand for money, it is certainly justified in 
investing its surplus in high grade, well-sea- 
soned bonds. It is beyond the scope of this 
book, however, to enter into a general discus- 
sion as to the proper securities which should 
be invested in by the banks. The judgment of 
the directors of each individual baiJi is the 
only safe and proper guide in the matter. 
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THE EXAMINING COMMITTEE. 

One of the important duties of bank direc- 
tors is the appointment of an ** Examining 
Committee,'' to be composed of not less than 
three of the directors, whose duty it should be 
to examine every six months the affairs of the 
bank, count its cash and compare its assets 
and liabilities with the accounts of the general 
ledger, ascertain whether the accounts are cor- 
rectly kept, and the condition of the bank 
corresponds therewith, and whether the bank 
is in a sound and solvent condition; and to 
recommend to the Board such changes in the 
manner of doing business, etc., as shall seem 
to be desirable. The result of such examina- 
tions should be reported in writing to the 
Board at the next regular meeting thereafter. 

Too often bank directors repose in the con- 
fidence of their ofl&cers, believing them to have 
a superior knowledge of the banking business, 
and thoroughly capable of conducting the af- 
fairs of the institution without the interfer- 
ence of inexperienced directors. They are 
prone to look upon any examination conducted 
by themselves, to whom the books and accounts 
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are a mystery, as a mere f ormaUty and of Uttle 
avail. 

But the directors should not forget that they 
are the custodians of other people's money, 
and that they owe it to their depositors, who 
have reposed every confidence in them, to take 
every precaution against dishonesty and in- 
competency. However honest and capable the 
oflSicers of the bank are it must be remembered 
that the banking business is surrounded by 
many temptations, and that human nature is 
weak. 

The ** examining committee" may be com- 
posed of business men and farmers who are 
not versed in the details of bank work or the 
intricacies of bookkeeping, and they are not, 
therefore, presumed in their examinations to 
discover false entries and detect the clever 
manipulation of figures. The moral effect of 
such examinations, however, has a tendency to 
prevent irregularities. 

In the first place, the examining committee 
should have a clear conception of the purpose 
of the examination they are about to under- 
take ; and that purpose should be to ascertain 
whether or not the bank is judiciously, honest- 
ly, and economically managed; whether the 
assets of the bank are sufficient to pay the lia- 
bilities; whether the securities are carried at 
a real or fictitious value; whether the legal 
reserve is maintained; whether there are any 
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excess loans; whether the records and books 
are kept in a careful and methodical manner; 
and to what extent the officers and directors 
are indebted to the institution. 

COXJNTING THE CASH. 

The examining committee is usually at a loss 
to know where to begin their examination. 
With the aid of the officers they should first 
prepare a statement sheet and imder the sepa- 
rate heads of ^* Resources" and *^ Liabilities'^ 
they should list the various items making up 
a complete balance sheet. As the accounts of 
the several items are ** checked up" and veri- 
fied they may be entered on this sh^et. The 
committee will find it advantageous to begin 
their examination by coimting the cash. 

There is no special reason why the cash 
should be coxmted and verified first, other than 
that it seems the natural thing to do. Besides, 
by taking charge of the cash as soon as the 
committee enters the bank, they may take a 
dishonest officer unawares and discover a 
shortage, or uncover suspicious looking ^^cash 
items" which may possibly lead to some clue 
of questionable transactions. All cash items 
should be carefully scrutinized, and it should 
be observed whether or not they have been 
carried over from day to day. 

The committee should first count all the 
money carefully on the counter, and then as- 
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certain the amount in the vaults. All pack- 
ages of currency should be broken and re- 
counted to see that there is no ^^ padding/* If 
there is a large amoilnt of silver a fairly cor- 
rect estimate may be obtained by weight. The 
directors need not concern themselves so much 
about any little discrepancies of a few dollars 
due to ordinary errors. Their chief concern 
should be to ascertain if the cash is approx- 
imately correct— whether any shortages which 
exist are sufficient to cause any suspicion of 
dishonesty or gross carelessness. 

The committee should never permit the of- 
ficers or clerks to coimt the cash for them, 
while they merely look on as witnesses to the 
proceedings. They should count the money 
with their own hands and without any inter- 
ference from the oiBcers. Bankers have on 
more than one occasion, by a little slight of 
hand performance, duped the conmaittee into 
recounting the same packages of currency. 

VERIFYING THE LOANS AND DISCOUNTS. 

After counting the cash and verifying it 
with the amount as carried on the ^^cash book'* 
or ** teller's book,'' the committee should next 
examine the notes and bills. First, it is best 
to take off a list of the notes without regard to 
the makers and endorsers. As nearly all banks 
have an adding machine this may be speedily 
done with the assistance of a clerk. One of 
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the examiners may call oflE the amounts of the 
notes to the clerk who works the machine, 
while the other examiner stands over him and 
watches that he lists the amomits correctly. If 
there have been no mistakes made in calling or 
listing, then the *^ machine totaP' will show the 
correct footing. This total is then compared 
with the amount of the loans as shown on the 
General Ledger, and if they agree, the ex- 
aminers shoidd then go over the notes, care- 
fully noting the names of the makers and en- 
dorsers. 

Separate memorandum should be made of 
all notes on which officers and directors are lia- 
ble, and all overdue notes A list of loans 
made to persons or firms who are heavy bor- 
rowers should be made, and also of loans which 
appear to be inadequately secured, either by 
personal endorsement, or collateral. The col- 
lateral pledged as security to loans should be 
listed in order that its true value may be as- 
certained later at your leisure. 

ACCX)XJNTS WITH OTHER BANKS. 

Next the committee should take up the ac- 
counts with other banks on the General 
Ledgei . Balances will be due * * to ' ' or ^ * from ' ' 
the bank's "reserve agents'' and oilier banks 
with which it has reciprocal accounts. Here 
is where it is necessary, for the time being, for 
the examiners to take the figures as showii by 
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the ledger to be correct. In order to find out 
whether or not these balances are correct, it is 
necessary for the committee to address a letter 
to the cashier of each bank requesting them to 
report the balances due to or from the bank 
at the close of business on the particular date 
on which the examination is made. The re- 
serve banks should be requested also to render 
statements of their accounts to that date. 

The bank accounts cannot, of course, be 
checked up and proved until a few days later 
when the statements from the several banks 
are received. The examiners need not be at 
all surprised if the balances as reported by the . 
several banks do not agree with those as shown 
on the ledger. It must be remembered that 
there are items constantly in transit between 
the different banks. For instance, on the two 
days previous to the examination, cash letters 
amounting perhaps to several thousand dol- 
lars have been charged and forwarded to the 
correspondent banks. These letters may not 
have reached their destination for two or 
three days after the date on which the exami- 
nation is being conducted, and were therefore 
not credited by the correspondent bank until 
that date. And so the correspondent bank 
may have likewise forwarded items for col- 
lection and credit, which were charged to their 
correspondent before they were received and 
credited by that bank* 
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The bank may have also issued a large num- 
ber of drafts on its reserve agent, and natur- 
ally upon any single day some of these drafts 
would be outstanding, and while credited on 
the books of the bank, would not yet be 
charged on the books of the reserve agent. By 
taking the statements received from the va- 
rious banks and comparing them with the 
items in transit and the drafts still outstand- 
ing, the committee, with the assistance of the 
cashier or clerk, may easily check up the ac- 
counts and strike a balance. 

EXPENSE ACCOTJKT. 

The expense account should be examined 
carefully. Some banks keep a separate book 
for expenses in which the expenditures are 
classified, showing the total expenses for each 
day, month, and year, and the total of every 
item of expense for each month. This makes 
the work of analyzing the account very simple. 
Of course it is not likely that this account 
would bring to light any defalcations, but a 
close analysis would enable the committee to 
ascertain the nature and purposes of the 
bank^s expenditures whereby certain econ- 
omies might be effected. 

CERTIFICATE OF DEPOSIT ACCOUNT, 

The Certificate of Deposit Registers may be 
examined next. Certificates are entered in the 
register in vertical order as they are issued, 

9 
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and are numbered consecutively. As the 
certificates return to the bank and are paid, 
they are *^ checked'' with a bRie pencil opposite 
their numbers or amounts. Those certificates 
which are not checked on the register are still 
outstanding and unpaid. A trial balance of 
the register is usually taken by making a list 
of these certificates which have not been paid, 
or those having no check mark opposite. This 
method, however, is not a proper verification 
of the account. The proper way is to list, 
from the cancelled certificates themselves, 
those which have been paid since the accoimt 
was last verified by either a bank examiner or 
the examining committee, and deduct the 
amoun"^ from the total of new certificates is- 
sued subsequent to that date. The result 
added to the balance as shown by the register 
or General Ledger upon the date of the former 
examination should agree with the General 
Ledger balance. The task of taking off the 
trial balance is rather laborious, and will 
necessitate the calling to your assistance one 
or more clerks. One of the committee may 
call the imchecked certificates from the regis- 
ter, or from the cancelled certificates them- 
selves, while another watches the clerk as he 
lists them on the machine. 

THE INDIVmUAI. LEDGER. 

The committee must now turn to the Li- 
dividual Ledger. Embezzlements are perhaps 
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more often concealed between the covers of 
this ledger than any other book. The only 
way in which the ledger can be proved with 
absolute correctness is to call in all pass books, 
balance and compare them with the ledger ac- 
counts. To accomplish such a task, however, 
would entail an endless amount of time and 
labor upon the committee, and make such an 
examination impracticable. Neither would it 
be within the scope of such an examination to 
examine in detail every account on the ledger. 
Bank directors are not presumed to be expert 
accountants, and it would not be possible un- 
der ordinary circumstances for them to detect 
the cunning devices used by dishonest book- 
keepers in manipulating their accounts. Yet 
by close scrutiny suspicious looking entries 
and balances might be observed which would 
furnish evidence of irregularities. 

In taking off a trial balance of the Indivi- 
dual Ledger, one of the examiners should call 
the balances from the ledger, while the other 
takes them down on a sheet of paper, or over- 
sees one of the bookkeepers list them on the 
machine. In going through the ledger all 
large accounts and the accounts of large 
business firms should be carefuUv scru- 
tinized; and special note should be made of 
those accounts representing state, county, city 
or township funds, and also special accounts, 
such as. Treasurer, Administrator, Assignee, 
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etc. Overdrafts should be investigated, and a 
complete list made of the names of those who 
have overdrawn, with the amomit and length 
of time the overdraft has been in existence. 

When the total deposits have been obtained, 
the total overdrafts should be deducted, and 
the result compared with the balance on the 
General Ledger, and if there has been no mis- 
takes made in taking off the balances or in the 
additions, the two amoimts should agree, 

STOCK LEDGER AND STOCK CERTIFICATES. 

Under the head of ** Liabilities'' on the 
statement sheet prepared by the committee 
the first item is ** Capital Stock.'' To verify 
this account the committee must examine the 
Stock Ledger and the Stock Certificate Book. 
The Stock Ledger contains an account with 
each individual stockholder, showing the niun- 
ber of shares and the par value of the stock 
standing in his name. The balances as shown 
by this ledger are listed by the examiner, and 
the total obtained should correspond with that 
on the General Ledger. 

Stock certificates are boimd together in 
book form, the certificates being attached to 
stubs, which are numbered consecutively. 
This book should be examined with a view of 
detecting any over-issue of stock or the wrong- 
ful appropriation of certificates which have 
been surrendered and transferred. Every 
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shareholder receives a Certificate of Stock as 
evidence of his ownership of stock in the bank. 
These certificates, together with their corre- 
sponding stubs, are properly filled out, signed 
by the president and cashier, and detached 
from the stub. But the ownership of stock 
is constantly changing hands. A stockholder 
having sold his stock to another, signs a trans- 
fer in blank printed on the back of each cer- 
tificate, turns it over to the purchaser, who 
takes it to the bank and receives therefor a 
new certificate made out in his own name. 
The old certificate is then cancelled and at- 
tached to the original stub. 

To ascertain the amount of the outstanding 
certificates the examiner should make a list of 
the stock from the stubs with unattached cer- 
tificates. If the system of attaching cancelled 
certificates to their original stubs is not fol- 
lowed, the examining committee should rec- 
ommend that it be adopted at once as a pro- 
tection against the over-issue of stock and 
other irregularities connected with the issue 
of stock certificates. 

Sometimes the president of a bank is an in- 
active officer and may not often be found at 
the bank. To avoid delay in the transferring 
of stock, it may be the habit of that officer to 
sign a number of certificates in blank. This 
is a dangerous practice and should never be 
indulged in. Such certificates could easily be 
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filled out by the cashier, or some other officer, 
and fraudulently put into circulation. 

The examiners should also see to it that 
proper care is taken in cancelling old certif- 
icates. They should be cut or mutilated in 
such a way as to make their future negotia- 
tion an impossibility. 

THE MISrUTE BOOK. 

The conamittee should not overlook the Min- 
ute Book. This book should be carefully ex- 
amined to ascertain if the minutes of each 
meeting are properly kept. It should contain 
a full, truthful, and complete record of the 
business transacted, not only of directors' 
meetings, but also of the meetings of the share- 
holders. It should be especially ascertained 
if all the loans approved or disapproved by 
the action of the Board are duly recorded. 

THE STATEMENT SHEET. 

Having finished their examination of the 
books and accounts of the bank, the examin- 
ing committee are now ready to complete a 
summary of the resources and liabilities. As 
they progressed in the examination they of 
course entered the figures as they found them 
to be correct opposite the respective items on 
their statement sheet. The cash was counted 
and verified, the loans examined and proven, 
the bonds and other securities inviBstigated 
and foimd intact, and the accounts of the va- 
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rious banks reconciled and balanced, except 
as to the accounts with reserve agents, which 
must be verij&ed later when statements of ac- 
counts are received from the several banks- 
Inquiry also having been made as to the cor- 
rectness of the balances with other banks as 
shown by the bank's ledger, they can be veri- 
fied only when replies are received. Having 
made the proper entries for the remaining 
items of ^^Besources," such as, Overdrafts, U. 
S. Bonds to Secure Circulation, Other U. S. 
Bonds, Banking House Furniture and Fix- 
tures, and Redemption Fund, the committee 
have a complete statement of the Assets, or 
Resources, of the bank. 

Under the head of Liabilities they have also 
made the proper entries, including the Cap- 
ital Stock, Surplus Fund, Undivided Profits, 
Circulation, Due to Banks, Dividends Unpaid, 
Deposits, Certified Checks, and Cashier's 
Checks. When these entries have all been 
made and totaled, the committee will have a 
full and complete statement of the condition 
of the bank, and when advised by the other 
banks as to the correctness of their balances, 
they are ready to make their report to the 
Board of Directors. 

BEPORT TO THE BOARD OP DIRECTORS. 

The following rej^ort actually made by the 
^* auditing committee'^ of a national bank is 
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given, believing that it may be of some help 
to other committees in formulating their re- 
ports: 

TO THE BOABD OF DIRECTORS OF THE FIRST NA- 
TIONAL BANK OF : 

Your committee appointed to make the reg- 
ular semi-annual examination of the bank, 
beg to report that on December 8, 1906, with- 
out having given the president or cashier due 
notice of the fact, made a thorough examina- 
tion of the books and affairs of the institu- 
tion. 

The CASH was counted and found to agree 
to the cent with the amount as carried on the 
books. A trial balance was taken of the 
CERTIFICATES OF DEPOSIT, and they 
were found correct. From statements, sub- 
mitted by the Chase National Bank of New 
York, the Farmers Deposit National Bank of 
Pittsburg, and the First National Bank of 
Cleveland, three Reserve Agents with which 
the bank keeps its balances, the accoimts were 
reconciled, and it was found that the balances 
reported by them as due us corresponded with 
our books. From advices received from other 
banks, also, the balances *^due to'' or *^due 
from" these banks verified the balances on 
our ledger. 

A trial balance was taken of the INDIVID- 
UAL LEDGER, which showed a slight differ- 
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^ice. But as this ledger deals with over a 
thousand accounts, it is not surprising that it 
did not exactly balance, and an error might 
have been made by us in taking off the bal- 
ances from the ledger. 

' All the NOTES were Hsted and their total 
agreed exactly with the amount carried on 
the ledger. Every note was carefully scru- 
tinized, and we believe that we are safe in 
saying that there is not a dollar of doubtful 
paper in the bank. The BONDS held by the 
bank for investment were also examined and 
listed and f oimd to tally with the amount on 
the ledger. So far as we were able to deter- 
mine the books and accounts were all method- 
ically and properly kept, and the bank seems 
to be in an excellent condition. 



Auditing Committee. 
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OFFICIAL REPORTS. 

National banks are required to make five re- 
ports of their financial condition each year to 
the Comptroller of the Currency. These 
statements are not made at regularly stated 
periods, but at irregular intervals, the Comp- 
troller using his own discretion in making the 
calls. The reports must be made as of cer- 
tain designated dates, the date usually beiug 
three or four days prior to the day upon which 
the ofl&cial notice is received by the bank. 
The call is made upon all the national banks 
for the same date, but the Comptroller may 
call for a special report from any bank at 
any time. 

Two sets of blank forms are sent out to each 
bank whenever the call for a statement is 
made. One set of these forms is intended to 
give a full and detailed report of the financial 
condition of the bank, and must be attested by 
the signatures of at least three directors. The 
other set of forms are simply condensed copies 
of the original report, and are intended for 
publication. The statements are made out in 
duplicate— one copy of each set is sent to the 



6P BANK DIRECTORS iSS 

Comptroller while the other is retained by 
the bank for its own files. 

Few directors who sign these reports are 
familiar with their contents. They seldom 
take time, when called upon to sign them, to 
scrutinize the printed items and study the fig- 
ures opposite them. A brief explanation of 
the several items in the same order in which 
they appear on the sheet may prove helpful to 
an intelligent analysis of the report. 

The blank form upon which the report is 
made consists of a large double sheet, the in- 
side left-hand page being devoted to "Re- 
sources,'' and the right-hand page to "Liabil- 
ities/' 

BESOUBGES. 

Looms and Discounts.— 1l^\b item represents 
the total amount of loans which the bank has 
outstanding, including all "time,'' "demand," 
"single" and "two-name paper," as well as 
collateral and real estate loans. 

Overdrafts.— Most banks have customers 
who occasionally issue checks for more money 
than they have on deposit in the bank. If 
such checks are paid by the bank, the account 
becomes "overdrawn." The amount opposite 
this item always represents the total of "over- 
drawn accounts." 

U. S. Bonds to Secure Circulation.— As was 
explained in a previous chapter, a national 
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bank is required to maintain a deposit of Reg- 
istered Government Bonds with the Treasurer 
of the United States as a basis for its circula- 
tion. This item represents bonds so held. 

U. S. Bands to Secure U. S. Deposits.— Ger- 
tain national banks are designated as Govern- 
ment Depositories, in which the government 
funds are deposited. Such deposits, however, 
must be secured by approved bonds deposited 
with the Treasurer of the United States. The 
amount of United States Bonds so held in 
trust by the Treasurer as security for govern- 
ment deposits is designated by this item. 
* U. 8. Bonds on Hand.— This item repre- 
sents all United States Bonds owned bv the 
bank other than those deposited with the 
United States Treasurer to secure its Circula- 
tion and United States Deposits. 

Premium on U. S. Bonds.— The difference 
between the par value of the United States 
Bonds owned by a bank and their actual cost 
price, is the ^^premiiun'' paid for them— pro- 
vided, of course, the cost price exceeds the 
par value, which is usually the case. Some 
banks *^ charge off'' this premium at once 
when the bonds are purchased, while others 
carry it along as an asset, reducing it from 
time to time as the date of maturity of the 
bonds approaches. 

Bonds, Securities, etc.— AH other bonds or 
securities of any kind, including the premium 
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on them, owned by the bank are entered op- 
posite this item. 

Banking House, Furniture and Fixtures.— 
Included imder this head is the amount in- 
vested in the bank building and the cost of 
furnishing the inside of the bank, such as, the 
vault, safes, furniture and fixtures, etc. It is 
the custom for banks to ** charge off'' from 
time to time a portion of this account also, in 
order to make allowances for depreciation, 
etc. 

Other Real Estate Owned.— While a nation- 
al bank is not permitted to purchase or hold 
real estate, except such as is necessary for the 
transaction of the business of the bank, they 
sometimes take it for *^ debts previously con- 
tracted" in order to secure themselves against 
loss. The value of any real estate thus held is 
represented by this item. 

Due from National Banks (Not Reserve 
Agents).— 'Nearly all commercial banks have 
** reciprocal accounts" with other banks— that 
is, two banks may have an agreement where- 
by they will accept from each other, and credit 
as cash, checks or other items drawn upon 
banks in certain towns or within certain terri- 
tory. A bank in Columbus, say, keeps an ac- 
count with a national bank in Indianapolis, 
the bank in Columbus agreeing to accept all 
Ohio items from the Indianapolis bank, while 
the Indianapolis bank in return accepts all 
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Indiana items from the Colmnbus bank. Now 
if the bank in Columbus sends more items to 
the Indianapolis bank than the Indianapolis 
bank sends to it, the balance would of course 
be in favor of the Columbus bank. Such bal- 
ances due from other national banks consti- 
tute what is due from national banks not re- 
serve agents. 

Due from State Banks, eic— Balances due 
from all other banks with which a bank has 
reciprocal relations, including state banks, 
savings banks, private bankers, and Trust 
Companies, are set opposite this item. 

Due from Approved Reserve Agents.— A 
** Reserve Agent '^ is a national bank situated 
in a ^^ Central Reserve '^ or *^ Reserve'^ city 
with which another national bank may keep a 
proportion of its ^ lawful reserve '^ on deposit. 
Balances thus kept in ^ * reserve banks ' ' appear 
imder this head. 

Checks and Other Cash Items. — ** Cash 
items'' consist of checks and other forms of 
credit which have not yet been credited to 
*^cash," although the proper debit entries 
have been made for them on the other books. 
These items usually consist of checks and 
drafts on other banks in the same town held 
for the regular exchange hour, checks and 
drafts on out-of-town banks, and checks on 
the bank itself which may have been received 
after the books were closed for the day. 
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Exchanges for Clearing House.— These are 
checks and other items on Clearing House 
Banks which have been charged to the various 
accounts to which they belong, but which 
are held awaiting the ** settlement period" of 
all banks belonging to the Clearing House As- 
sociation. 

Bills of Other National Banks. — This in- 
cludes all the national bank notes on hand at 
the time the report is made. As national bank 
notes cannot be counted as a part of a bank's 
^^ legal reserve/' they must be segregated and 
a separate account made of them. 

Fractional Paper Currency, Nickels, and 
Cents.— A separate account of nickels and 
cents on hand is also necessary, as such coin 
is not counted in the cash reserve. Fractional 
paper currency is of course no longer issued. 

Lawful Money Reserve in Bank.— A bank's 
cash reserve may consist of ^* specie" and 
* * legal tender notes. ' ' Specie, according to the 
Comptroller's classification, consists of **gold 
coin," *^gold certificates," **gold certificates 
payable to order," ^^gold clearing house certifi- 
cates," ** silver dollars," ^* silver certificates," 
and ^^fractional silver coin" (halves, quarters 
and dimes.) 

Redemption Fund with Z7. 8^ Treasurer.— 
As explained elsewhere national banks are re- 
quired to maintain a balance with the United 
States Treasurer equal at least to 5 per cent. 
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of its total circulation. Such an amount on 
deposit is represented by this item. 

Due from the U. 8. Treasurer.— Anj 
amounts due from the Treasurer other than 
the required 5 per cent. Redemption Fund are 
included under this item. 

UABmnES. 

Capital Stock Paid Jn.— This item indicates 
the **cash capital' ' actually paid in. 

Surplus F^nd.— This is the total amount 
having been set aside from time to time out 
of the **net profits'' of the bank. 

Undivided Profits.— ThiSf item represents 
the accumulated profits of the bank, and in- 
cludes amounts set aside for special purposes, 
except funds set aside for taxes. The current 
expenses and taxes are deducted from this 
amount. 

Circulating Notes Secured hy U. S. Bonds. 
—Represented by this item is the actual 
amount of bank notes in circulation. From 
the bank's total note issue are deducted any 
notes which the bank may have on hand, those 
in transit, and those received at the Treasury 
Department for redemption. 

Due to National Banks (Not Reserve 
'Agents).— This represents what the bank owed 
to all other national banks not reserve agents. 

Due to Approved Reserve Agents.— As a 
usual thing when a bank has an account with 
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a ** reserve bank'' a balance is maintained in 
its own favor, but sometimes heavy drafts 
made against the reserve accomit will shift the 
balance to the other side of the ledger, and 
thus the bank becomes indebted to its reserve 
agent. 

Dividends Unpaid.— GheckB sent by a bank 
to its stockholders in payment of dividends are 
not always presented promptly for payment, 
consequently for some time after the declara- 
tion of the dividend, some of these checks re- 
main outstanding. This item includes such 
checks still unpaid. 

Individual Deposits Subject to Check. — 
The total deposits of the bank subject to check 
are entered opposite this item. 

Certified Checks.— A fund set apart for the 
payment of checks which have been "certi- 
fied" for various customers is carried on the 
books and thus designated. 

Ca^hier^s Checks Outstanding.— ^^CaahieT^s 
checks" are checks issued by a bank, drawn 
on itself, and signed by its cashier. Those 
outstanding are herein represented. 

Bonds Borrowed.— Baiiks are not always 
the real owners of the bonds pledged by them 
as security for government deposits. Instead 
of buying such bonds outright, they borrow 
them from other banks or individuals, paying 
the lender a small premium for the use of 

10 
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them. The amount opposite this item repre- 
sents bonds so borrowed. 

Notes and Bills Bediscounted.— Some banks 
have a greater demand for f mids than they are 
able to supply, and in order to accommodate 
their customers, it is necessary sometimes to 
borrow money from other banks. These loans, 
however, are not always direct obligations of 
the bank, but are in the form of "redis- 
counts/' Instead of giving its own note, the 
bank will simply endorse over to another bank 
some of the notes which it has already dis- 
counted^for its own customers. Such loans 
are designated as ** notes and bills redis- 
counted.'' 

Bills Payahle.—Tins item represents money 
borrowed direct by a bank on its own notes. 
"Notes and bills rediscounted'' and "bills 
payable '' may not represent all the borrowed 
money of a bank. Borrowed money is some- 
times represented by Certificates of Deposit. 
A bank desiring to borrow, say, $10,000, in- 
stead of giving its own note or rediscounting 
some of its customers' notes, may issue there- 
for a Certificate of Deposit, payable at a fixed 
date and a specified rate of interest. Certifi- 
cates representing money borrowed, are in- 
cluded in this item. 

Beserved for Taxes.— Msmj banks estab- 
lish a special fund to be used in the payment 
of taxes. At regular intervals they deduct 
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from their earnings certain amounts and plaee 
them to the credit of this fmid. 

Other Liabilities.— Jf a bank has any lia- 
bilities other than those which have been stated 
imder any of the above items they are entered 
mider this head. 

SCHEDULES IN DETAIL. 

On the reverse sides of the double sheet of 
the report, schedules of various items under 
the headings of ** Resources'* and ** Liabili- 
ties'' are given in greater detail as follows: 

Loans and Discounts.— The loans are classi- 
fied on the report as follows : 

On demand paper with one or more in- 
dividual or firm names. 
On demand paper secured by stocks, 

bonds, and other personal secilrities. 
On time paper with two or more indivi- 
dual or finn names. 
On time single-name paper (one person 

or firm) without other security. 
On time paper secured by stocks, bonds, 

and other personal securities. 
Paper secured by real estate mortgages, 

or other liens on realty. 

Loans for account of correspondents. 

This schedule includes loans and discounts 

on which officers and directors are liable, bad 

debts, and other suspended and overdue paper. 

''Bad debts" as defined by Section 5203 of the 
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Revised Statutes are all debts due to any as- 
sociation on which interest is past due for a 
period of six months, unless the same are well 
secured and in process of collection. 

Overdrafts.— JJnder this item overdrafts 
are classified as ** secured '' and ** unsecured," 
and under each classification are listed in 
separate amounts those 

Standing six months or over ; 
Those which are only temporary; 
Those of ofl&cers and directors. 
Bonds, Securities, etc.— JJnder this head 
are included claims, judgments, and similar 
items. Spaces are ruled for a description of 
bonds as f oUows : 

The Face value of the bonds. 

The name of the corporation issuing 

them. 
The amount for which they are carried 

on the books. 
The estimated market value. 
Whether they are taken for debts pre- 
viously contracted. 
Other Real Estate Owned.— Ab to all the 
other real estate owned by the bank, other than 
the building in which it transacts its business, 
the following information must be given : 
The form of the conveyances and from 

whom obtained. 
The amount at which it is carried on the 
books. 
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The amount of prior liena on the prop- 
erty, if any. 

The estimated actual value of the prop- 
erty. 

The date when the title was acquired. 

Whether taken for debts previously con- 
tracted. 

Loans and Discounts Secured hy Real Es- 
tate Mortgages.— A national bank may accept 
mortgages made to it in good faith by way of 
security for debts previously contracted; but 
such mortgages cannot be held for a longer 
period than five years. Every loan secured by 
real estate mortgage must be listed as follows : 

The name of the borrower. 

The amoimt at which it is carried on the 
books. 

The amount of any prior lien on the prop- 
erty. 

The estimated actual value of the prop- 
erty. 

The date when the security was taken. 

Whether taken for debts previously con- 
tracted. 

Cash Items.— Checks and cash items other 
than Clearing House Exchanges are entered as 
follows : 

Checks and drafts on banks, etc., in the 
same city, not members of the Clearing 
House, 
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Checks and drafts on other banks not 

members of the Clearing House. 

Other information contained on this page is 

The average reserve for the last thirty 

days on deposits and bank balances in 

bank. 

The average reserve with reserve agents. 

The highest rate of interest paid by the 

bank on deposits. 
The rate paid on notes and bills redis- 
counted, and on bills payable. 
On the opposite page of the statement sheet 
are the following schedules: 

Certificates of Deposit Representing Money 
Borrowed.— Concerning such certificates the 
following data is given : 

The name and address of the person or 
bank to which the certificate is issued. 
The amoimt of Demand Certificates. 
The amount of Time Certificates. 
The rate of interest paid on them. 
Loans Exceeding the Zytmtf.— Section 5200 
of the Revised Statutes prescribe that a na- 
tional bank shall not loan any person, firm, or 
corporation an amoimt exceeding one-tenth of 
its capital stock actually paid in. Bills of 
Exchange, and commercial paper discounted, 
however, are not considered as money bor- 
rowed. Amounts which exceed this limit due 
from State, Private Banks and Bankers, 
Trust Companies, and Savings Banks are in- 
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eluded in this schedule. Overdrafts, also, are 
to be considered as loans. The following in- 
formation must be given concerning excessive 
loans: 

The name of the borrower. 
The full amount of the loan. 
Balcmces Due From or To Approved Re- 
serve Agents.— B^Xdinces ^^due from'' reserve 
agents are entered in the first half of this 
schedule, while balances **due to^' reserve 
agents are entered in the last half. The only 
entries required are : 

The name and location of the bank **to'' 
or **from" whom the balances are due. 
The amount of each balance. 
Liability of Officers cmd Directors.— 11 any 
of the ofl&cers or directors are indebted to the 
bank in any way, the following detail concern- 
ing such indebtedness is necessary : 

The name of the ofl&cer or director indebt- 
ed to the bank. 
His official title. 

His liability as payer (both as an indivi- 
dual and as a firm of which he is a mem- 
ber). 
His liability (individual or firm) as an 

endorser or guarantor. 
His liability upon checks and cash items. 
His liability in the form of overdrafts. 
The number of shares of bank stock 
owned by him. 
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All the schedules of this report must be filled 
out, or where no amount is to be entered, it is 
necessary to write the word ^^none/' The re- 
port must be signed by the president or cashier 
of the bank and attested by not less than three 
directors. It is advisable that the statement 
be signed each time by three different direc- 
tors in order that all may share equally the 
responsibility. 

No officer of the bank can administer the 
oath of the cashier or president to the state- 
ment. 

Upon the receipt of the Comptroller's notice 
and the necessary blanks, the bank should 
make up its report and forward it immediate- 
ly. It is desired to complete the summary of 
the reports of all the national banks of the 
United States at the earliest possible date, 
and the delay of one bank in forwarding its 
report might be the means of *^ holding up'' 
the publication of the entire report. 

If it is impossible to obtain the signatures 
of the required number of directors without 
delaying the report, the report should not be 
held, but should be forwarded immediately 
with such of those that are obtainable. The 
Comptroller will then return the report at a 
subsequent date for the other signatures. 

The ** condensed report" of the bank is 
merely a copy of the original. It is intended 
for publication in a newspaper in the same 
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town in which the bank is located ; but if there 
is no newspaper published in the same town, it 
must be published in one nearest thereto in the 
same county. 

The condensed statement when published is 
clipped from the newspaper and attached by 
mucilage or paste to the back of the report, 
and in the adjacent space appears the affi- 
davit of the publisher of the newspaper, to the 
effect that the printed report attached was 
published in the newspaper of certain date. 
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INDEMNITY BONDS. 

The directors of a bank should require their 
officers and clerks to give bond— that is, to se- 
cure the guaranty of a third party for the 
faithful discharge of their duty. If they fail 
to do so, they may, under certain circum- 
stances, lay themselves personally liable for 
losses sustained through the dishonesty of em- 
ployes. 

There are two ways an employe may secure 
such a guaranty: he may get his parents, or 
some well-to-do relative or friend to go his 
suretyship, or by the payment of a small 
premium, secure the guaranty of a Surety 
Company. 

It is a matter to be decided by the diriectors 
as to the amount and class of bond an employe 
shall be required to give. The amount should 
be governed in accordance with the responsi- 
bility and importance of the position. There 
is some difference of opinion as to the relative 
merits of an individual bond and a corporate 
bond. 

Formerly, those who held positions of trust 
depended almost entirely upon individuals to 
furnish a guaranty of the faithful perform- 
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ance of their duty, and this form of guaranty 
is still in favor with some banks. In these 
modem times, however, corporations with 
large capital and resources have been organ- 
ized with the special purpose of relieving in- 
dividuals of this responsibility. 

INDIVroUAL BONDS. 

Individual bonds have more weight with 
some because of their moral effect, and it must 
be admitted that much value attaches to this 
feature. The moral influence of personal 
friends and relatives is a strong deterrent up- 
on those who are dishonestly inclined. The 
contemplation of being ignominiously sepa- 
rated from home and family is indeed sad; 
but to betray the confidence of an aged parent 
or intimate friend, and on top of that, to bring 
financial ruin upon them, seems to prey upon 
their consciences as nothing else does. 

One may be indifferent to the sufferings of 
others, but when the results of his wrongful 
acts come directly home to him, they appeal 
more strongly to his finer sensibilities. Though 
dishonestly inclined, he will hesitate to betray 
the confidence of close and intimate friends 
who have staked their f ortimes upon his hon- 
esty and integrity. Some have a peculiar 
sense of honor in this respect. They are in- 
different to the fact that depositors also have 
staked their fortunes upon their honor. With 
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implicit confidence they intrust their life sav- 
ings in their keeping, and it is just as dis- 
honorable to betray ^e confidence of deposi- 
tors, although strangers, as it is to betray the 
trust of friends and relatives. 

While individual bonds may have a deter- 
rent influence, the fondest home ties will not 
always prevent dishonesty and fraud, for men 
in high places, notwithstanding the inevitable 
consequences of their folly, occasionally suc- 
cumb to temptation and betray their trusts. 

THE HAZARDS OF PERSONAL SURETY. 

Individual suretyships are often attendant 
with great ^hazards, vexations, and hardships. 
They are not so reliable and stable as corporate 
bonds. The sureties may be successful and 
prosperous one day, but driven to poverty the 
next. The loss suffered by a bondsman may 
not only bring financial ruin and distress upon 
himself, but his innocent family must also be 
made to suffer with him. 

Individual bonds are usually signed by not 
less than three sureties, often by several more. 
In fact, it seems that more attention is gener- 
ally paid to the ** quantity '' rather than the 
^* quality^' of suretyship. Every signature 
added to a bond does not always increase its 
security. Too many names often produce 
complications and difficulties which only tend 
to weaken the security of the bond^ 



OP BANK DraBCTOBS 157 

In case the party for whom the sureties 
have bound themselves should become a de- 
faulter, the bank is likely to experience some 
difficulty in securing prompt payment of the 
losses sustained. None of the sureties, of 
course, would be anxious to pay. One waits 
on the other to pay his proportion of the loss, 
fearing that if he pays the others may in some 
way avoid their liability. 

Again, the bondsmen may be good customers 
of the bank, and for fear of getting their 
enmity, the bank will not push them too per- 
sistently. They may not be in as good finan- 
cial condition, either, as they were reputed to 
have been at the time the bond was given, and 
as a consequence there may be considerable 
litigation, and owing to the constant quibbling 
and delays, the matter may drag on for an in- 
definite period. Rather than suffer the hard- 
ships that the losses would entail upon them, 
some will resort to everv artifice and technical- 
ity known to the legal fraternity. It is not 
enough that bondsmen are men of reputed 
wealth ; they should be men of good character 
and strict integrity, who have always met their 
obligations with characteristic promptness. 

CORPORATE SURETYSHIP. 

The advantage of corporate suretyship over 
individual suretyship is now almost universal- 
ly conceded, and banks nowadays bond their 
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officers and employes at their own expense 
through a Surety Company. In the selection 
of a company to go the security of its em- 
ployes, it is important that the bank first satis- 
fies itself as to the strength and standing of 
the company. The directors should not give 
first consideration to the cost of the bond, pre- 
ferring the cheapest regardless of the stand- 
ing and solidity of the companies, but should 
look first to safety and stability. They should 
be governed by the reputation of the Surety 
Company, not only for its ability to pay, but 
for its willingness and promptness iu paying ; 
whether the company is strictly reliable, or 
whether in the past it has resorted to mere 
technicalities to avoid the payment of losses. 

Corporate or individual bonds do not cover 
losses resulting from bad judgment, incompe- 
tency, or gross neglect. They guarantee only 
against fraud and dishonesty. The directors 
should also bear in mind that when an officer 
or other employe of the bank is promoted, or 
ra any way employed to serve the bank in any 
other capacity than that specially designated 
in the bond, it is necessary to issue a new bond 
—unless the original bond should contain a 
clause to the contrary. Although the position 
to which he is transferred may be attendant 
with no greater responsibility, or even less re- 
sponsibiUty, the bond given simply relates to 
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the conduct of the principal while holding the 
position specially designated in the bond. 

The sureties, however, will not be relieved 
of their liability, nor is it necessary to make a 
new bond, when the original bond binds them 
not only for dishonesty in the specified capac- 
ity, but "in any other capacity or emplojrment 
in or concerning said bank to which he may 
hereafter be transferred or appointed by the 
said Board of Directors. ' ' 
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NATIONAL BANK RESERVES. 

DIFFERENT CLASSES OF BANKS. 

National banks are usually classified as fol- 
lows: 

Central Reserve Banks, 

Reserve Banks, 

Country Banks. 
** Central Reserve Banks*' are those situated 
in ** Central Reserve Cities. '* Any city witli 
a population of 200,000 or over, may become 
a Central Reserve City by three-fourths of the 
banks located therein making and signing a 
written application to the Comptroller of the 
Currency. At present there are three Central- 
Reserve Cities as follows : 

New York, 

Chicago, 

St. Louis. 
Reserve Banks are those situated in ** Re- 
serve Cities.'' Any city with a population of 
25,000 or more may become a Reserve City. 
It is necessary for three-fourths of the banks 
located in cities of this size to sign a written 
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application to the Comptroller. There are 
now thirty-four ** Reserve Cities/' 

All banks situated outside of the Central 
Reserve and Reserve Cities are designated as 
Country Banks. Banks of this class cannot act 
as ** Reserve Agent" for any other national 
banks. 

RESERVE AGENTS. 

A reserve agent is a national bank situated 
in a Central Reserve or Reserve City which 
has been chosen by another bank as a deposi- 
tory for part of its ** Reserve Fund/' Before 
designating a bank its Reserve Agent a bank 
is required to make formal application to the 
Comptroller of the Currency to secure his ap- 
proval. The Comptroller will not likely dis- 
approve of the bank's preference in this mat- 
ter unless the institution selected should be in 
bad repute. 

WHAT MAY BE COUNTED AS RESERVE. 

A bank's Reserve is the amount of available 
cash on hands to meet the daily requirements 
of the business, and as a safe-guard against 
extraordinary demands of the depositors. TTie 
amount of Reserve carried by a bank is based 
upon the amount of its net deposits, and de- 
pends upon whether it is a Central Reserve, 
Reserve, or Country Bank. The **Net De- 
posits" are the total gross deposits less the 
amount **due from" otiier banks. 
11 
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National banks in Reserve Cities are re- 
quired to keep on hands an amount of lawful 
money of the United States equal to 25 per 
cent, of their net deposits. The reserve re- 
quirements of Reserve Banks are also 25 per 
cent, of their net deposits ; but one-half of such 
reserve may be kept upon deposit with one of 
the national banks in a Central Reserve City. 
Coimtry Banks, or all other banks outside of 
Central Reserve and Reserve Cities, must 
maintain a reserve of 15 per cent, of their total 
deposits, three-fifths of which may consist of 
balances with other national banks located in 
Central Reserve or Reserve Cities. 

Besides actual ** lawful money'' held in the 
bank's own vaults the following may be 
counted as legal Reserve : 

BcUcmce due from Reserve Agents. 

The Mve Per Cent. Redemption Fund on de- 
posit with the Treasurer of the United States 
for the redemption of circulating notes. 

Clearing House Certificates, which repre- 
sent money deposited in any Clearing House. 
These certificates circulate only between banks 
in settlement of debit balances. 

United States Note Certificates. Any na- 
tional bank may deposit with the Secretary of 
the Treasury, United States Notes in amounts 
not less than $10,000, and receive therefor 
Certificates of Deposit payable on demand in 
sums not less than $5,000. These certificates 
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are usually accepted by banks in places where 
deposits are made in settlement of Clearing 
House balances. 

Bank notes and nickels and cents are not 
counted as reserve. 

If the Reserve of any national bank should 
fall below tiie required limit it must not make 
any new loans, declare dividends, or other- 
wise increase its liabilities, except by discount- 
ing and purchasing bills of exchange payable 
at sight until its legal Reserve has been re- 
stored. 

The Comptroller of the Currency may no- 
tify the bai^ to make good its impaired Re- 
serve and if the bank fails to comply within 
thirty days, he may, with the consent of the 
Secretary of the Treasury, appoint a receiver 
to wind up its affairs. 
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NATIONAL BANK CIRCULATION. 

The note issuing f miction of a national bank 
is little understood by the average layman, 
and, in fact, is quite a mystery to many bank 
directors themselves. While it is a subject 
not essentially connected with the manage- 
ment of a baiik, yet a bank director should 
have a clear conception of the various func- 
tions of a bank in order to intelligently ad- 
minister its affairs. A brief explanation of 
the note issuing function therefore will not be 
amiss. 

DEPOBITS OF UNITED STATES BONDS AS SECURITY 

FOR CIRCUI^TION. 

All national banks are required to deposit 
with the Treasurer of United States govern- 
ment bonds to the amount of at least one- 
fourth of the capital stock of the bank, except 
in cases of banks having a capital of over 
$150,000, when the amount must not be less 
than $50,000. These bonds are held by the 
Treasurer as security for the bank note cir- 
culation issued by national associations. While 
national banks are compelled to deposit bonds 
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the par value of which must not be less than 
one-fourth of the capital, they are not limited 
to that amount, but may deposit bonds to the 
amount of their full paid-in capital, against 
which their own notes may be issued to the 
extent of the par value of the bonds deposited. 
United States bonds deposited for security for 
circulation are held exclusively for that pur- 
pose until the outstanding notes are redeemed 
and cancelled. The bank receives the interest 
on the bonds thus deposited the same as if they 
were in their own vaults. , 

EXCHANGE OP C50UP0N BONDS FOR REGISTBRED 

BONDS. 

Banks having United States Coupon Bonds 
on hand and wishing to increase their circula- 
tion may exchange them for Registered 
Bonds, as all bonds deposited to secure cir- 
culation must be in registered form. The Sec- 
retary of the Treasury receives such bonds, 
cancels them, and issues in lieu thereof regis- 
tered bonds of the same amount, and of like 
interest and maturity. The Comptroller of 
the Currency may at any time, upon such 
terms as may be prescribed, permit banks to 
exchange bonds deposited with him for any 
other bonds which are legal as security for 
Circulation, provided such change would not 
be prejudicial to the interests of the United 
States. 
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In order to substitute one issue of bonds for 
another, however, a resolution authorizing the 
exchange must be passed by the Board of Di- 
rectors, a copy of which must accompany an 
application to the Comptroller of the Cur- 
rency. The Treasurer's receipt for the bonds 
originally deposited should accompany the 
copy of the resolution. 

ASSIGNMENT OF BONDS. 

Bonds deposited with the Treasurer upon 
the organization of a bank, and as security for 
its Circulation, are assigned by the bank to the 
Treasurer of the United States in trust. The 
cashier, or some other officer of the bank, must 
sign a printed transfer which is on the back of 
each bond. The Comptroller of the Currency 
then issues his receipt to the bank depositing 
the bonds, stating that the bonds are so held 
in trust for the institution as security and for 
redemption of its Circulating Notes. 

EXAMINATION OF BONDS. 

Every national bank having bonds on de- 
posit with the Treasurer of the United States 
as security for its Circulation, must examine 
the bonds at least once every year and com- 
pare them with the corresponding entries on 
the books of the Comptroller of the Currency. 
If found correct the bank issues a certificate 
to the Treasurer, describing the bonds and 
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stating that they remain intact in his posses- 
sion. These examinations are not of course 
personally made by the officers of the bank 
but by an agent in Washington who is duly 
authorized by the bank. 

DEPOSIT NECESSARY WHEN MARKET VALUE OF 

BONDS FALLS BELOW PAR. 

If the market value of bonds deposited as 
security for Circulation should at any time 
fall below par or the actual cash value of the 
bonds, then the bank must deposit * lawful 
money'' or additional bonds to make up the 
deficiency. This additional deposit must of 
course remain with the Treasurer as long as 
the depreciation lasts. 

HOW THE NOTES ARE MADE AND ISSUED. 

The Treasury Department at Washington 
assumes all the responsibility of engraving, 
printing, and redeeming national bank notes. 
As soon as a newly organized bank has pur- 
chased its bonds and deposited them with the 
Treasurer of the United States as security for 
its Circulation, the Comptroller of the Cur- 
rency at once orders plates and dies to be en- 
graved for the purpose of printing the bank 
notes. These notes are similar in every re- 
spect to other United States currency, being 
rather elaborately engraved, and printed on 
the best quality of paper of a special composi- 
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tion. They are printed in denominations of 
$5, $10, $20, $50, $100, $500, and $1,000. There 
are no one and two-dollar bills. They are 
printed in sheets as follows : 

Sheets containing four notes of $5 denom- 
ination. 

Sheets containing four notes of $10 and $20 
denomination. 

Sheets containing two notes of $50 and $100 
denomination. 

The bank pays the cost of engraving the 
plates which is seventy-five dollars for the 
four-note plates and fifty dollars for the two- 
note plates. 

In its original order for Circulation it is 
necessary for the bank to authorize the Comp- 
troller of the Currency to print notes in excess 
of the par value of bonds deposited, and from 
time to time print additional notes in advance, 
in order that there may be no delay in redeem- 
ing worn and mutilated notes presented for 
redemption. Before the supply kept on hand 
by the Comptroller is exhausted the bank will 
be notified and authority must be immediately 
given to print a new supply. Blanks for this 
purpose are furnished by the department 
which state the quantity and denomination of 
new Circulation desired. The original amount 
of five-dollar notes which any one bank may 
issue is limited to one-third of its Circulation^ 
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BANK NOTES NOT LEGAL TENDER. 

Bank notes are not legal tender. They are 
not accepted by the government in payment of 
duty on imports, nor paid by them in settle- 
ment of interest on the Jiational debt, and they 
are not counted as reserve of national banks. 
They are as good as any other XJnited States 
money, however, and circulate freely through- 
out the coimtry. The government will sdso 
redeem them at any time in legal tender if pre- 
sented in simis of $1,000, or any multiple 
thereof. 

REDEMPTION OF NOTES. 

While national banks are required to re- 
deem their own notes if presented at their 
counter, they are never called upon to do So, 
as provision is made for their redemption by 
the Treasurer of the United States at Wash- 
ington. For the purpose of redeeming its 
notes when presented every national bank 
must keep on deposit with the Treasurer an 
amoimt equal to not less than 5 per cent, of 
its entire Circulation. This is known as the 
banks "Redemption Fund." 

As bank notes are received by the Treasurer 
for redemption they are charged to the re- 
demption accounts of the several banks, and 
on the first of each month, or oftener, the 
banks are advised as to the amount of their 
notes redeemed, and requested forthwith to 
make remittance to cover same. 
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If any of the notes received by the Treas- 
urer for redemption are in good condition and 
fit for circulation, they are at once forwarded 
to the bank issuing them ; but if they are muti- 
lated and badly soiled or worn they are sent to 
the Comptroller of the Currency where they 
are destroyed. 

DESTRUCTION OF NOTES. 

These worn out notes are destroyed by a 
process of maceration, which again reduces 
them to a pulp. They are not burned as is 
conmionly supposed. Four persons must wit- 
ness the destruction of the notes, one repre- 
senting the Secretary of the Treasury, one the 
Treasurer of the United States, one the Comp- 
troller of the Currency, and one the bank. 

NEW AND INCOMPLETE CURRENCY. 

When the Comptroller of the Currency re- 
ceives due notice of the destruction of the 
worn out notes he at once forwards to the bank 
other new notes of an equal amount to replace 
those destroyed. Those notes are always re- 
ceived by the bank in sheets (four notes to the 
sheet), and are of course unsigned by either 
the president and cashier of the bank. Before 
this incomplete currency is put into circula- 
tion, the sheets must be cut and the signatures 
of the president or vice-president, and cashier 
affixed. While the National Bank Act states 
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that such officers shall sign the bank notes, the 
law is almost universally disregarded, fac- 
suniles of the officers signatures being stamped 
or printed upon the notes. The signature of 
assistant cashiers are also often seen on bank 
notes. 

Although the law requires that the presi- 
dent, or vice-president, and cashier shall sign 
bank notes before they are put into circula- 
tion, if they are stolen or otherwise get into 
circulation without the signatures of any of 
these officers it does not effect their validity, 
and they are perfectly good in the hands of 
innocent parties. As people are not familiar 
with the signatures of bank officers all over 
the United States it would be an easy matter 
for dishonest persons who might wrongfully 
obtain possession of any incomplete no^es to 
forge tiie signatures of the officers and put 
them into circulation. Were it not for the 
fact that the government redeems these notes 
notwithstanding they may be without the 
signatures of the president and cashier, or may 
bear forged signatures of these officers, peo- 
ple would not readily accept them, for the 
reason that they would never know whether 
the notes were genuine or spurious. 

Incomplete currency is shipped to the bank 
by express, the bank paying all express 
charges. The government furnishes the paper 
and prints the bank notes at its own expense. 
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but all other expenses incidental to the issuing 
of bank Circulation, such as the destruction of 
the worn out bills, taxes, etc., are charged to 
the banks. 

REDUCING THE OIBCULATION. 

Banks desiring to decrease their Circulation 
or sell some of their bonds to take advantage 
of a high market price may do so by making 
a deposit with the Treasurer of lawful money 
of like amount of bonds withdrawn. Such de- 
posits, however, will riot be accepted in 
amounts less than $9,000. The outstanding 
notes of the bank making the deposits are re- 
deemed at the treasury department as pre- 
sented, and an amount equal to the bonds with- 
drawn destroyed. A bank with a capital of 
over $150,000 cannot reduce the amount of 
bonds held by the Government to less than 
$50,000. 

The National Bank Act limits the aggregate 
amount of Circulation which may be retired in 
one month to $3,000,000. As a consequence 
applications for the reduction of Circulation 
is sometimes in excess of the limit for several 
months. Banks should therefore ascertain 
how far in advance the limit has been reached 
before taking steps to reduce their Circula- 
tion. 

Although liquidating banks are required to 
make a deposit of lawful money equivalent to 
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their outstanding Circulation for their final 
redemption, some of the bank notes are never 
sent in to be redeemed. Many of them are lost 
or entirely destroyed while in circulation and 
consequently will never turn up. The banks 
however do not gain thereby, for the differ- 
ence between the amount of money held by the 
Government for the redemption of notes, and 
the amount which has actually been paid out 
in redeeming notes, becomes the property of 
the Government, and it is said that its profits 
resulting from this source are considerable. 

TAX ON CIRCULATION. 

National banks are assessed a tax on the 
average amount of their notes in circulation 
during each half year. This tax is at the rate 
of J of 1 per cent, semi-annually, if the Cir- 
culation is secured by United States Bonds 
other than the 2 per cent, issue. If the Cir- 
culation is secured by 2 per cent, bonds the 
tax is only J of 1 per cent, for each half year. 
A short time prior to the first days of January 
and July of each year the Comptroller of the 
Currency forwards to all national banks 
blank forms, upon which they must make 
proper returns, imder oath of the cashier, of 
the average amount of their notes in circula- 
tion for the preceding six months. Within 
ten days from the first of January and July 
the banks are required to send in this return 
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of its Circulation^ and any bank failing to do 
so is liable to a fine of $200. 

If a bank's Circulation is not in excess of 
5 per cent, of its capital stock it is not subject 
to taxation, and any national institution thai 
has ceased to issue Circulation, and having on 
dex)osit with the Treasurer lawful money for 
the redemption of its outstanding notes, is 
also exempt from any tax upon its Circula- 
tion. 

Circulating notes issued by any banking in- 
stitutions other than national banks are sub- 
ject to a tax of 10 per cent. This tax is so ex- 
cessive that it is practically prohibitive. For 
this reason there are no notes of private or 
state banks now in circulation, although, it 
seems, such institutions have authority to is- 
sue them. 
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